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PREFACE 

The adoption of the Federal Reserve Act was a change 
of banking policy not far from the beginning of the twen- 
tieth century as fundamental for our country as was Peel's 
Bank Act for the banking and currency system of Eng- 
land in the middle of the nineteenth century. The Federal 
Reserve Board with broad powers is competent to investi- 
gate and to contrive remedies, and is so equipped with the 
garments of reason and the voice of authority that its ad- 
vice will be heeded. While the statute is not free from 
criticism, yet new laws amending the same should be made 
with much deliberation. 

It is stated elsewhere the enactment of many statutes 
every year is an evil. 1 Another evil is the unnecessary 
growth of the volumes of reports. The American law re- 
ports aggregate eight thousand, four hundred and twenty, 
and of this number the State of New York has contributed 
more than fifteen hundred volumes. The number of pre- 
served decisions in our country is more than one million, 
while the growing increase is more than twenty-five thou- 
sand every year. If new principles were laid down, no one 
would object, but in many instances the decisions are appli- 
cations of old principles to new facts which are of no inter- 
est except to litigants in a particular case. The volumes of 
recorded opinions will rapidly increase because the tendency 
is to embalm even fugitive utterances given from the bench 
during litigation. The tangled nuisance caused by the pub- 
lication of statements of undigested if not wholly contradic- 
tory single instances must be abated. 

The author in his first preface to Paihe's Banking Laws, 
written nearly thirty-two years ago, made statements which 
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iv PREFACE 

may be here repeated. The preparation of the Analysis of 
the Federal Reserve Act has been a difficult task, involving 
arduous labor and one performed without pecuniary reward. 
The new law is intricate and is so pronounced a departure 
from banking methods which have heretofore obtained that 
no effort should be spared to the end that bankers may 
know clearly the details of the statute. 

If errors are found, the attention of the author should 
be called to same, because this work will be continued as 
the statute is amended and decisions are rendered. 

W. S. P. 

884 Fifth Ave., New York, Dec. 1, 1916. 
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I.— THE FEDERAL RESERVE ACT 



INTRODUCTION 

October 22, 1907, the Knickerbocker Trust Co., located 
in the City of New York, failed. The preceding day the 
National Bank of Commerce of the same city declined to 
clear for that trust company, although at that time the last- 
named corporation had deposits of more than sixty-two 
million dollars. During the morning of the date first men- 
tioned, that trust company paid eight million dollars to its 
creditors and then closed its doors with a long line of disap- 
pointed depositors blocking traffic and clamoring for the 
amounts due to them. 

In the panic of 1873, the currency of our country was 
incontrovertible and our financial institutions could not in- 
crease their available cash reserves by the acquisition of 
gold. The result was a large number of permanent finan- 
cial failures. 1 

But the panic of the year 1907 occurred during a period 
of unusual prosperity and this financial fright, which was 
wholly unexpected, resulted in a peremptory request from 
bankers that steps be taken by Congress to the end that 
there might be remedial legislation. 

May 30, 1908, the emergency currency statute popular- 
ly known as the Aldrich-Vreeland Act 2 was enacted as the 
legislative result of the alarm caused by the above-mentioned 
fright. 8 

By section 17 of that act a National Monetary Commis- 



i Introduction, Summary of Failed Savings Banks. 
sPaine's National Banking Laws (7th Ed.) pp. 165-173. 

sJune 30, 1914, this statute, which, in accordance with its last section (90), 
was to expire by limitation, was extended one year by section 27 of the Federal 
Reserve Act 
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xii INTRODUCTION 

sion was created. 4 That commission reported to Congress 
seventeen defects in our financial system. The most serious 
errors, three in number, were as follows: 

"1. We have no provision for the concentration of the 
cash reserves of the banks and for their mobilization and 
use wherever needed in times of trouble. Experience has 
shown that the scattered cash reserves of our banks are in- 
adequate for purposes of assistance or defense at such times. 

"2. Antiquated Federal and State laws restrict the use 
of bank reserves and prohibit the lending power of banks at 
times when, in the presence of unusual demands, reserves 
should be freely used and credit liberally extended to all 
deserving customers. 

"8. Our banks also lack adequate means available for 
use at any time to replenish their reserves or increase their 
loaning powers when necessary to meet normal or unusual 
demands." 

August 29, 1918, a currency measure generally known 
as the "Glass-Owen Bill" was introduced in the House of 
Representatives. 

September 9, 1918, the Banking and Currency Com- 
mittee of the House submitted a report as follows : 

"After looking over the whole ground, and after exam- 
ining the various suggestions for legislation, some of which 
have just been outlined, the Committee on Banking and 
Currency is firmly of the opinion that any effective legisla- 
tion on banking must include the following fundamental 
elements, which it considers indispensable in any measure 
likely to prove satisfactory to the country: 

"1. Creation of a joint mechanism for the extension of 



«Its members were Nelson W. Aldrich, Rhode Island, chairman; Edward 
B. Vreeland, New York, vice-chairman; Julius C. Burrows, Michigan; Eugene 
Hale, Maine; Henry M. Teller, Colorado; H. D. Money, Mississippi; Theodore 
R. Burton, Ohio; James P. Taliaferro, Florida; Boise Penrose, Pennsylvania; 
John W. Weeks, Massachusetts; Robert W. Bonynge, Colorado; L. P. Padgett, 
lennessee; George F. Burgess, Texas; A. P. Pujo, Louisiana; George W. Prince, 
»: <~ Illinois, and James MacLachlan, California. 



INTRODUCTION xiii 

credit to banks which possess sound assets and which desire 
to liquidate them for the purpose of meeting legitimate, 
commercial, agricultural, and industrial demands on the 
part of their clientele. 

"2. Ultimate retirement of the present bond-secured 
currency, with suitable provisions for the fulfilment of Gov- 
ernment obligations to bondholders, coupled with the crea- 
tion of a satisfactory flexible currency to take its place. 

"3. Provision for better extension of American bank- 
ing facilities in foreign countries to the end that our trade 
abroad may be enlarged and that American business men 
in foreign countries may obtain the accommodations they 
require in the conduct of their operations." 

September 18, 1918, after two weeks of continued de- 
bate, the bill was approved by the House of Representa- 
tives by a vote of 286 to 85. 

December 19, 1913, a final vote was taken by the Sen- 
ate, and that body approved the measure by a vote of 54 
to 34. 

December 20, 1918, the Senate appointed nine and the 
House three conferees. December 28, 1913, the report of 
the members of this conference was approved and the 
"Federal Reserve Act" became a statute at that date. 

This statute was adopted principally for three purposes : 

First — To prevent the recurrence of money panics. This 
purpose has not been realized because there has been no op- 
portunity since the system began operations. 

Second — To facilitate the legitimate expansion of com- 
mercial credits. Such expansion would have been realized 
had the Federal Reserve Act not been adopted. There has 
been no demand for rediscounts because credit has been 
abundant. 

Third — To economize the use of gold in our bank re- 
serves. Since the beginning of the European War, our 
country has received exceptionally large quantities of gold 
and there has been no necessity for economy in its use. 
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The reserve board is, however, to be credited with the 
accomplishment of exceptionally important results. It has 
effected an organization much more complete than hereto- 
fore of the National Banking System. It has standardized 
banking methods. It has created new business in connec- 
tion with the acceptance of foreign trade bills, and it has ac- 
cumulated an exceedingly large quantity of gold which is 
under central control. 



PART I. 
THE FEDERAL RESERVE ACT 

Tekeitoey of the Twelve Regional Banks 

The federal reserve districts, as established by the Or- 
ganization Committee, were as follows: 

District Nq. 1 — The New England States: Maine, New Hampshire, 
Vermont, Massachusetts, Rhode Island and Connecticut. Boston is the 
location of the federal reserve bank. 

District No. 2 — The State of New York. New York City is the 
location of the federal reserve bank. 

District No. 8 — The States of New Jersey and Delaware and all 
that part of Pennsylvania located east of the western boundary of the 
following counties: McKean, Elk, Clearfield, Cambria and Bedford. 
Philadelphia is the location of the federal reserve bank. 

District No. 4 — The State of Ohio; all that part of Pennsylvania 
lying west of District No. 8 ; the counties of Marshall, Ohio, Brooke and 
Hancock, in the State of West Virginia; and all that part of the State 
of Kentucky located east of the western boundary of the following 
counties: Boone, Grant, Scott, Woodford, Jessamine, Garrard, Lincoln, 
Pulaski and McCreary. Cleveland, O., is the location of the federal re- 
serve bank. 

District No. 5 — The District of Columbia, and the States of Mary- 
land, Virginia, North Carolina, South Carolina, and all of West Vir- 
ginia except the counties of Marshall, Ohio, Brooke and Hancock. Rich- 
mond, Va., is the location of the federal reserve bank. 

District No. 6 — The States of Alabama, Georgia and Florida; all 
that part of Tennessee located east of the western boundary of the fol- 
lowing counties: Stewart, Houston, Wayne, Humphreys and Perry; all 
that part of Mississippi located south of the northern boundary of the 
following counties: Issaquena, Sharkey, Yazoo, Kemper, Madison, Leake 
and Neshoba; and all of the southeastern part of Louisiana located east 
of the western boundary of the following parishes: Pointe Coupe, Iber- 
ville, Assumption and Terrebonne. Atlanta, Ga., is the location of the 
federal reserve bank. 

District No. 7 — The State of Iowa, all that part of Wisconsin 
located south of the northern boundary of the following counties: Ver- 
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non, Sank, Columbia, Dodge, Washington and Ozaukee; all of the south- 
ern peninsula of Michigan, viz., that part east of Lake Michigan; ail 
that part of Illinois located north of a line forming the southern 
boundary of the following counties: Hancock, Schuyler, Cass, Sangm* 
mon, Christian, Shelby, Cumberland, and Clark; and all that part of In- 
diana north of a line forming the southern boundary of the following 
counties: Vigo, Clay, Owen, Monroe, Brown, Bartholomew, Jennings, 
Ripley and Ohio. Chicago, III, is the location of the federal r eaer t e 
bank. 

District No. 8 — The State of Arkansas; all that part of Missouri 
located east of the western boundary of the following counties: Harri- 
son, Daveiss, Caldwell, Ray, Lafayette, Johnson, Henry, St, Clair, 
Cedar, Dade, Lawrence and Barry; all that part of Illinois not includ- 
ed in District No. 7; all that part of Indiana not included in District 
No. 7 ; all that part of Kentucky not included in District No. 4 ; all that 
part of Tennessee not included in District No. 6; and all that part of 
Mississippi not included in District No. 6. St Louis, Mo., is the loca- 
tion of the federal reserve bank. 

District No. 9 — The States of Montana. North Dakota, South Da- 
kota, Minnesota, all that part of Wisconsin not included in District No* 
7, and all that part of Michigan not included in District No. 7. Min- 
neapolis, Minn., is the location of the federal reserve bank. 

District No. 10 — The States of Kansas, Nebraska, Colorado #*i** 
Wyoming, all that part of Missouri not included in District No. 8, all 
that part of Oklahoma north of a line forming the southern boundary of 
the following counties: Ellis, Dewey, Blaine. Canadian, Cleveland, Pot- 
tawatomie, Seminole, Okfuskee, Mcintosh, Muskogee and Sequoyah; and 
all that part of New Mexico north of a line forming the southern 
boundary of the following counties : McKinley, Sandoval, Santa Fe, San 
Miguel and Union. Kansas City, Mo., is the location of the federal re- 
serve bank. 

District No. 11— The State of Texas: all that part of New Mex- 
ico not included in District No. 10; all that part of Oklahoma not in- 
cluded in District No. 10; all that part of Louisiana not included in Dis- 
trict No. 6; and the following counties in the State of Arisona: Pima, 
Graham, Greenlee, Cochise and Santa Crus. Dallas, Tex., is the location 
of the federal reserve bank. 

District No. 12 — The States of California. Washington, Oregon, 
Idaho, Nevada and Utah, and all that part of Arisona not included in 
District No. 11. San Francisco, Cal., is the location of the federal re- 
serve bank. 

The following table shows the area, the population and 
the subscriptions to the stock of federal reserve banks by 
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the National banks of each of the districts, as of March 14, 
1914 : 

Districts National Banks March 4,1914 

Disk Land area Num.- 

trict Fed. Res. in sq. Popula- ber of Capital and 6 per cent. 

No. cities miles tion banks surplus subscription 

1 Boston 61,976 6,552,681 446 9165,529,010 $9,931,740 

2 New York 47,654 9,113,614 478 343,693,437 90,621,606 

3 Philadelphia 40,527 7,932,065 800 216,340,213 12,980,412 

4 Cleveland 72,615 8,326,668 724 192,147,258 11,528,835 

5 Richmond 152,931 8,519,310 475 105,064,483 6,303,869 

6 Atlanta 232,349 8,660,575 372 77,356,913 4,641,416 

7 Chicago 160,192 12,355,923 984 211,068,338 12,664,100 

8 St. Louis 194^47 8,740,582 434 80,717,981 4,843,079 

9 Minneapolis 444,226 5,188,730 687 78,381,081 4,702,865 

10 Kansas City 444,444 5,638,895 835 93,065,912 5,583,956 

11 Dallas 438,177 5,853,919 726 92,003,123 5,520,187 

12 San Francisco 683,852 5,089,304 514 130,423,422 7,825,405 

Total 2,973,890 91,972,266 7,475 $1,785,791,1 71 $107,147,470 



November 16, 1914, the reserve banks began business 
with a combined authorized capital of $106,795,000. At 
that time they embraced 7,571 member banks, whose total 
reserve September 12, 1914, was estimated by the Comp- 
troller of the Currency to be $580,000,000 in excess of the 
total reserve required under the new law. The excess re- 
serve of lawful money was estimated to be nearly two hun- 
dred and fifty million dollars. 



FEDERAL RESERVE ACT 

Following is the complete text of the Federal Reserve 
Act, approved December 23, 1918: 

[Public — No. 48 — 68d Congress] 
[H. R. 7837] 

AN ACT To provide for the establishment of Federal reserve banks, to furnish 
an elastic currency, to afford means df rediscounting commercial paper, to 
establish a more effective supervision of banking in the United States, and for 
other purposes. 

Be it enacted by the Senate and House of Representatives of the 1 

United States of America in Congress assembled, That the short title 2 

of this Act shall be the "Federal Reserve Act." 8 

Wherever the word "bank" is used in this Act, the word shall be 4 

held to include State bank, banking association, and trust company, 5 

except where national banks or Federal reserve banks are specifically 6 

referred to. 7 

The terms "national bank" and "national banking association" 8 

used in this Act shall be" held to be synonymous and interchangeable. 9 

The term "member bank" shall be held to mean any national bank, 10 

State bank, or bank or trust company which has become a member 11 

of one of the reserve banks created by this Act. The term "board" 12 

shall be held to mean Federal Reserve Board; the term "district" 18 

shall be held to mean Federal reserve district; the term "reserve 14 

bank" shall be held to mean Federal reserve bank. 15 

FEDERAL RESERVE DISTRICTS 16 

Sec. 2. 1 As soon as practicable, the Secretary of the Treasury, the 17 
Secretary of Agriculture and the Comptroller of the Currency, act- 18 
ing as "The Reserve Bank Organization Committee," shall designate 19 
not less than eight nor more than twelve cities to be known as Federal 20 
reserve cities, and shall divide the continental United States, ex- 21 
eluding Alaska, into districts, each district to contain only one of such 22 
Federal reserve cities. The determination of said organization 28 
committee shall not be subject to review except by the Federal 24 
Reserve Board when organized: Provided, That the districts shall be 25 
apportioned with due regard to the convenience and customary course 26 
of business and shall not necessarily be coterminous with any State 27 
or States. The districts thus created may be readjusted and new 28 
districts may from time to time be created by the Federal Reserve 29 
Board, not to exceed twelve in all. Such districts shall be known as 80 
Federal reserve districts and may be designated by number. A ma- 81 
jority of the organization committee shall constitute a quorum with 82 
authority to act. SB 

Said organization committee shall be authorized to employ counsel 84 
and expert aid, to take testimony, to send for persons and papers, to 85 
administer oaths, and to make such investigation as may be deemed 86 
necessary by the said committee in determining the reserve districts 87 
and in designating the cities within such districts where such Federal 88 
reserve banks shall be severally located. The said committee shall 89 
supervise the organization in each of the cities designated of a 40 
Federal reserve bank, which shall include in its title the name of the 41 
city, in which it is situated, as "Federal Reserve Bank of Chicago." 42 

4 
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1 Under regulations to be prescribed by the organization committee, 

2 every national banking association in the United States is hereby 
8 required, and every eligible bank in the United States and every 

4 trust company within the District of Columbia, is hereby authorized 

5 to signify in writing, within sixty days after the passage of this Act, 

6 its acceptance of the terms and provisions hereof. When the organi- 

7 zation committee shall have designated the cities in which Federal 

8 reserve banks are to be organized, and fixed the geographical limits 

9 of the Federal reserve districts, every national banking association 

10 within that district shall be required within thirty days after notice 

11 from the organization committee, to subscribe to the capital stock 

12 of such Federal reserve bank in a sum equal to six per centum 

13 of the paid-up capital stock and surplus of such bank, one-sixth of 

14 the subscription to be payable on call of the organization committee 

15 or of the Federal Reserve Board, one-sixth within three months and 

16 one-sixth within six months thereafter, and the remainder of the sub- 

17 scription, or any part thereof, shall be subject to call when deemed 

18 necessary by the Federal Reserve Board, said payments to be in 

19 gold or gold certificates. 

20 The shareholders of every Federal reserve bank shall be held indi- 

21 vidually responsible, equally and ratably, and not one for another, 

22 for all contracts, debts, and engagements of such bank to the extent 
28 of the amount of their subscriptions to such stock at the par value 

24 thereof in addition to the amount subscribed, whether such subscript 

25 tions have been paid up in whole or in part, under the provisions of 

26 this Act. 

27 Any national bank failing to signify its acceptance of the terms of 

28 this Act within the sixty days aforesaid, shall cease to act as a reserve 

29 agent, upon thirty days' notice, to be given within the discretion of the 

80 said organization committee or of the Federal Reserve Board. 

81 Should any national banking association in the United States now 

82 organized fail within one year after the passage of this Act to become 

83 a member bank or fail to comply with any of the provisions of this 

84 Act applicable thereto, all of the rights, privileges, and franchises of 

85 such association granted to it under the national-bank Act, or under 

86 the provisions of this Act, shall be thereby forfeited. Any noncom- 

87 pliance with or violation of this Act shall, however, be determined 

88 and adjudged by any court of the United States of competent juris- 

89 diction in a suit brought for that purpose in the district or territory 

40 in which such bank is located, under direction of the Federal Reserve 

41 Board, by the Comptroller of the Currency in his own name before 

42 the association shall be declared dissolved. In cases of such noncom- 
48 pliance or violation, other than the failure to become a member 

44 bank under the provisions of this Act, every director who partici- 

45 pated in or assented to the same shall be held liable in his personal 

46 or individual capacity for all damages which said bank, its share- 

47 holders, or any other person shall have sustained in consequence of 

48 such violation. 

49 Such dissolution shall not take away or impair any remedy against 

50 such corporation, its stockholders or officers, for any liability or 

51 penalty which shall have been previously incurred. 

52 Should the subscriptions by banks to the stock of said Federal 
58 reserve banks or any one or more of them be, in the judgment of the 
54 organization committee, insufficient to provide the amount of capital 
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required therefor, then and in that event the said organization com- 1 
mittee may, under conditions and regulations to be prescribed by it, 2 
offer to public subscription at par such an amount of stock in said 8 
Federal reserve banks, or any one or more of them, as said committee 4 
shall determine, subject to the same conditions as to payment and 5 
stock liability as provided for member banks. 6 

No individual, copartnership, or corporation other than a member 7 
bank of its district shall be permitted to subscribe for or to hold at 8 
any time more than $25,000 par value of stock in any Federal reserve 9 
bank. Such stock shall be known as public stock and may be trans- 10 
f erred on the books of the Federal reserve bank by the chairman of 11 
the board of directors of such bank. 12 

Should the total subscriptions by banks and the public to the stock 18 
of said Federal reserve banks, or any one or more of them, be, in the 14 
judgment of the organization committee, insufficient to provide the 15 
amount of capital required therefor, then and in that event the said 16 
organization committee shall allot to the United States such an 17 
amount of said stock as said committee shall determine. Said United 18 
States stock shall be paid for at par out of any money in the Treas- 19 
ury not otherwise appropriated, and shall be held by the Secretary 20 
of the Treasury and disposed of for the benefit of the United States 21 
in such manner, at such times, and at such price, not less than par, 22 
as the Secretary of the Treasury shall determine. 28 

Stock not held by member banks shall not be entitled to voting 24 
power. 25 

The Federal Reserve Board is hereby empowered to adopt and 26 
promulgate rules and regulations governing the transfers of said 27 
stock. 28 

No Federal reserve bank shall commence business with a sub- 29 
scribed capital less than $4,000,000. The organization of reserve 80 
districts and Federal reserve cities shall not be construed as chang- 81 
ing the present status of reserve cities and central reserve cities, 82 
except in so far as this Act changes the amount of reserves that S3 
may be carried with approved reserve agents located therein. The 84 
organization committee shall have power to appoint such assistants 85 
and incur such expenses in carrying out the provisions of this Act as 36 
it shall deem necessary, and such expenses shall be payable by the 87 
Treasurer of the United States upon voucher approved by the Secre- 88 
tary of the Treasury, and the sum of $100,000, or so much thereof as 89 
may be necessary, is hereby appropriated, out of any moneys in the 40 
Treasury not otherwise appropriated, for the payment of such 41 
expenses. 42 

BRANCH OFFICK8 48 

Sec. 8. Each Federal reserve bank shall establish branch banks 44 
within the Federal reserve district in which it is located and may do 45 
so in the district of any Federal reserve bank which may have been 46 
suspended. Such branches shall be operated by a board of directors 47 
under rules and regulations approved by the Federal Reserve Board. 48 
Directors of branch banks shall possess the same qualifications as 49 
directors of the Federal reserve banks. Four of said directors shall 50 
be selected by the reserve bank and three by the Federal Reserve 51 
Board, and they shall hold office during the pleasure, respectively, 52 
of the parent bank and the Federal Reserve Board. The reserve 58 
bank shall designate one of the directors as manager. 54 
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1 FEDERAL RESERVE BANKS 

2 Sec. 4. When the organization committee shall have established 
8 Federal reserve districts as provided in section two of this Act, a 

4 certificate shall be filed with the Comptroller of the Currency showing 

5 the geographical limits of such districts and the Federal reserve city 

6 designated in each of such districts. The Comptroller of the Cur- 

7 rency shall thereupon cause to be forwarded to each national bank 

8 located in each district, and to such other banks declared to be eli- 

9 gible by the organization committee which may apply therefor, an 

10 application blank in form to be approved by the organization com- 

11 mittee, which blank shall contain a resolution to be adopted by the 

12 board of directors of each bank executing such application, author- 
18 izing a subscription to the capital stock of the Federal reserve bank 

14 organizing in that district in accordance with the provisions of this 

15 Act. 

16 When the minimum amount of capital stock prescribed by this 

17 Act for the organization of any Federal reserve bank shall have been 

18 subscribed and allotted, the organization committee shall designate 

19 any five banks of those whose applications have been received, to 

20 execute a certificate of organization, and thereupon the banks so 

21 designated shall, under their seals, make an organization certificate 

22 which shall specifically state the name of such Federal reserve bank, 
28 the territorial extent of the district over which the operations of such 

24 Federal reserve bank are to be carried on, the city and State in which 

25 said bank is to be located, the amount of capital stock and the num- 

26 ber of shares into which the same is divided, the name and place of 

27 doing business of each bank executing such certificate, and of all 

28 banks which have subscribed to the capital stock of such Federal 

29 reserve bank and the number of shares subscribed by each, and the 

80 fact that the certificate is made to enable those banks executing 

81 same, and all banks which have subscribed or may thereafter sub- 

82 scribe to the capital stock of such Federal reserve bank, to avail them- 
88 selves of the advantages of this Act. 

84 The said organization certificate shall be acknowledged before a 

85 judge of some court of record or notary public; and shall be, together 

86 with the acknowledgment thereof, authenticated by the seal of such 

87 court, or notary, transmitted to the Comptroller of the Currency, 

88 who shall file, record and carefully preserve the same in his office. 

89 Upon the filing of such certificate with the Comptroller of the 

40 Currency as aforesaid, the said Federal reserve bank shall become a 

41 body corporate and as such, and in the name designated in such 

42 organization certificate, shall have power — 
48 First To adopt and use a corporate seal. 

44 Second. To have succession for a period of twenty years from its 

45 organization unless it is sooner dissolved by an Act of Congress, or 

46 unless its franchise becomes forfeited by some violation of law. 

47 Third. To make contracts. 

48 Fourth. To sue and be sued, complain and defend, in any court of 

49 law or equity. 

50 Fifth. To appoint by its board of directors, such officers and em- 

51 ployees as are not otherwise provided for in this Act, to define their 

52 duties, require bonds of them and fix the penalty thereof, and to dis- 
58 miss at pleasure such officers or employees. 
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Sixth. To prescribe by its board of directors, by-laws not inconsist- 1 
ent with law, regulating the manner in which its general business 2 
may be conducted, and the privileges granted to it by law may be 8 
exercised and enjoyed. 4 

Seventh. To exercise by its board of directors, or duly authorized 5 
officers or agents, all powers specifically granted by the provisions of 6 
this Act and such incidental powers as shall be necessary to carry on 7 
the business of banking within the limitations prescribed by this Act. 8 

Eighth. Upon deposit with the Treasurer of the United States of '9 
any bonds of the United States in the manner provided by existing 10 
law relating to national banks, to receive from the Comptroller of the 1 1 
Currency circulating notes in blank, registered and countersigned as 12 
provided by law, equal in amount to the par value of the bonds so 18 
deposited, such notes to be issued under the same conditions and pro- 14 
visions of law as relate to the issue of circulating notes of national 15 
banks secured by bonds of the United States bearing the circulating 16 
privilege, except that the issue of such notes shall not be limited to the 17 
capital stock of such Federal reserve bank. 18 

But no Federal reserve bank shall transact any business except such 19 
as is incidental and necessarily preliminary to its organization until it 20 
has been authorized by the Comptroller of the Currency to commence 21 
business under the provisions of this Act. 22 

Every Federal reserve bank shall be conducted under the super- 28 
vision and control of a board of directors. 24 

The board of directors shall perform the duties usually appertaining 25 
to the office of directors of banking associations and all such duties as 26 
are prescribed by law. 27 

Said board shall administer the affairs of said bank fairly and impar- 28 
tially and without discrimination in favor of or against any member 29 
bank or banks and shall, subject to the provisions of law and the orders 80 
of the Federal Reserve Board, extend to each member bank such dis- 81 
counts, advancements and accommodations as may be safely and 82 
reasonably made with due regard for the claims and demands of 88 
other member banks. 84 

Such board of directors shall be selected as hereinafter specified and 85 
shall consist of nine members, holding office for three years, and 86 
divided into three classes, designated as classes A, B, and C. 87 

Class A shall consist of three members who shall be chosen by and 88 
be representative of the stock-holding banks. 89 

Class B shall consist of three members, who at the time of their 40 
election shall be actively engaged in their district in commerce, agri- 41 
culture or some other industrial pursuit. 42 

Class C shall consist of three members who shall be designated by 48 
the Federal Reserve Board. When the necessary subscriptions to the 44 
capital stock have been obtained for the organization of any Federal 45 
reserve bank, the Federal Reserve Board shall appoint the Class C 46 
directors and shall designate one of such directors as chairman of the 47 
board to be selected. Pending the designation of such chairman, the 48 
organization committee shall exercise the powers and duties apper- 49 
taining to the office of chairman in the organization of such Federal 50 
reserve bank. 51 

No Senator or Representative in Congress shall be a member of the 52 
Federal Reserve Board or an officer or a director of a Federal reserve 58 
bank. 54 
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1 No director of class B shall be an officer, director, or employee of 

2 any bank. 

3 No director of class C shall be an officer, director, employee, or 

4 stockholder of any bank. 

5 Directors of class A and class B shall be chosen in the following 

6 manner: 

7 The chairman of the board of directors of the Federal reserve bank 

8 of the district in which the bank is sitnated or, pending the appoint- 

9 ment of such chairman, the organization committee shall classify the 

10 member banks of the district into three general groups or divisions. 

1 1 Each group shall contain as nearly as may be one-third of the aggre- 

12 gate number of the member banks of the district and shall consist, as 
18 nearly as may be, of banks of similar capitalization. The groups shall 

14 be designated by number by the chairman. 

15 At a regularly called meeting of the board of directors of each 

16 member bank in the district it shall elect by ballot a district reserve 

17 elector and shall certify his name to the chairman of the board of 

18 directors of the Federal reserve bank of the district. The chairman 

19 shall make lists of the district reserve electors thus named by banks 

20 in each of the aforesaid three groups' and shall transmit one list to each 

21 elector in each group. 

22 Each member bank shall be permitted to nominate to the chair- 

23 man one candidate for director of class A and one candidate for 

24 director of class B. The candidates so nominated shall be listed by 

25 the chairman, indicating by whom nominated, and a copy of said list 

26 shall, within fifteen days after its completion, be furnished by the 

27 chairman to each elector. 

28 Every elector shall, within fifteen days after the receipt of the said 

29 list, certify to the chairman his first, second, and other choices of a 

80 director of class A and class B, respectively, upon a preferential bal- 

81 lot, on a form furnished by the chairman of the board of directors of 

82 the Federal reserve bank of the district. Each elector shall make a 
33 cross opposite the name of the first, second, and other choices for a 

84 director of class A and for a director of class B, but shall not vote 

85 more than one choice for any one candidate. 

86 Any candidate having a majority of all votes cast in the column 

87 of first choice shall be declared elected. If no candidate have a 

88 majority of all the votes in the first column, then there shall be added 

89 together the votes cast by the electors for such candidates in the 

40 second column and the votes cast for the several candidates in the first 

41 column. If any candidate then have a majority of the electors vot- 

42 ing, by adding together the first and second choices, he shall be de- 
48 clared elected. If no candidate have a majority of electors voting 

44 when the first and second choices shall have been added, then the 

45 votes cast in the third column for other choices shall be added to- 

46 gether in like manner, and the candidate then having the highest 

47 number of votes shall be declared elected. An immediate report of 

48 election shall be declared. 

49 Class C directors shall be appointed by the Federal Reserve Board. 

50 They shall have been for at least two years residents of the district 

51 for which they are appointed, one of whom shall be designated by 

52 said board as chairman of the board of directors of the Federal 
58 reserve bank and as "Federal reserve agent." He shall be a person of 
54 tested banking experience; and in addition to his duties as chairman 
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of the board of directors of the Federal reserve bank he shall be 1 
required to maintain under regulations to be established by the 2 
Federal Reserve Board a local office of said board on the 3 
premises of the Federal reserve bank. He shall make regular 4 
reports to the Federal Reserve Board, and shall act as its official 5 
representative for the performance of the functions conferred 6 
upon it by this Act. He shall receive an annual compensation 7 
to be fixed by the Federal Reserve Board and paid monthly by 8 
the Federal reserve bank to which he is designated. One of 9 
the directors of class C, who shall be a person of tested banking 10 
experience, shall be appointed by the Federal Reserve Board as 11 
deputy chairman and deputy Federal reserve agent to exercise the 12 
powers of the chairman of the board and Federal reserve agent in 18 
case of absence or disability of his principal. 14 

Directors of Federal reserve banks shall receive, in addition to any 15 
compensation otherwise provided, a reasonable allowance for neces- 16 
sary expenses in attending meetings of their respective boards, which 17 
amount shall be paid by the respective Federal reserve banks. Any 18 
compensation that may be provided by boards of directors of Federal 19 
reserve banks for directors, officers or employees shall be subject to 20 
the approval of the Federal Reserve Board. 21 

The Reserve Bank Organization Committee may, in organizing 22 
Federal reserve banks, call such meetings of bank directors in the sev- 28 
eral districts as may be necessary to carry out the purposes of this 24 
Act, and may exercise the functions herein conferred upon the chair- 25 
man of the board of directors of each Federal reserve bank pending 26 
the complete organization of such bank. 27 

At the first meeting of the full board of directors of each Federal 28 
reserve bank, it shall be the duty of the directors of classes A, B and 29 
C, respectively, to designate one of the members of each class whose 80 
term of office shall expire in one year from the first of January 81 
nearest to date of such meeting, one whose term of office shall expire 82 
at the end of two years from said date, and one whose term of office 88 
shall expire at the end of three years from said date. Thereafter 84 
every director of a Federal reserve bank chosen as hereinbefore pro- 85 
vided shall hold office for a term of three years. Vacancies that B6 
may occur in the several classes of directors of Federal reserve banks 87 
may be filled in the manner provided for the original selection of 88 
such directors, such appointees to hold office for the unexpired terms 89 
of their predecessors. 40 

STOCK I88UE8; INCREASE AND DECREASE OF CAPITAL 41 

Sec 5. The capital stock of each Federal reserve bank shall be 42 
divided into shares of $100 each. The outstanding capital stock 48 
shall be increased from time to time as member banks increase their 44 
capital stock and surplus or as additional banks become members, 45 
and may be decreased as member banks reduce their capital stock or 46 
surplus or cease to be members. Shares of the capital stock of 47 
Federal reserve banks owned by member banks shall not be trans- 48 
ferred or hypothecated. When a member bank increases its capi- 49 
tal stock or surplus, it shall thereupon subscribe for an additional 50 
amount of capital stock of the Federal reserve bank of its district 51 
equal to six per centum of the said increase, one-half of said sub- 52 
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1 scription to be paid in the manner hereinbefore provided for original 

2 subscription, and one-half subject to call of the Federal Reserve 
8 Board. A bank applying for stock in a Federal reserve bank at any 

4 time after the organisation thereof must subscribe for an amount of 

5 the capital stock of the Federal reserve bank equal to six per centum 

6 of the paid-up capital stock and surplus of said applicant bank, pay- 

7 ing therefor its par value plus one-half of one per centum a month 

8 from the period of the last dividend. When the capital stock of any 

9 Federal reserve bank shall have been increased either on account of 

10 the increase of capital stock of member banks or on account of the 

1 1 increase in the number of member banks, the board of directors shall 

12 cause to be executed a certificate to the Comptroller of the Currency 
18 showing the increase in capital stock, the amount paid in, and by 

14 whom paid. When a member bank reduces its capital stock it shall 

15 surrender a proportionate amount of its holdings in the capital of 

16 said Federal reserve bank, and when a member bank voluntarily 

17 liquidates it shall surrender all of its holdings of the capital 

18 stock of said Federal reserve bank and be released from its stock 

19 subscription not previously called." In either case the shares sur- 

20 rendered shall be canceled and the member bank shall receive in 

21 payment therefor, under regulations to be prescribed by the Federal 

22 Reserve Board, a sum equal to its cash-paid subscriptions on the 
28 shares surrendered and one-half of one per centum a month from the 

24 period of the last dividend, not to exceed the book value thereof, less 

25 any liability of such member bank to the Federal reserve bank. 

26 Sec. 6. If anv member bank shall be declared insolvent and a 

27 receiver appointed therefor, the stock held by it in said Federal 

28 reserve bank shall be canceled, without impairment of its liability, 

29 and all cash-paid subscriptions on said stock, with one-half of one per 

80 centum per month from the period of last dividend, not to exceed 

81 the book value thereof, shall be first applied to all debts of theinsol- 

82 vent member bank to the Federal reserve bank, and the balance, if 
33 any, shall be paid to the receiver of the insolvent bank. Whenever 

84 the capital stock of a Federal reserve bank is reduced, either on 

85 account of a reduction in capital stock of any member bank or of the 

86 liquidation or insolvency of such bank, the board of directors shall 

87 cause to be executed a certificate to the Comptroller of the Currency 

88 showing such reduction of capital stock and the amount repaid to 

89 such bank. 

40 DIVISION OF EARNINGS 

41 Sec. 7. After all necessary expenses of a Federal reserve bank 

42 have been paid or provided for, the stockholders shall be entitled to 
48 receive an annual dividend of six per centum on the paid-in capital 

44 stock, which dividend shall be cumulative. After the aforesaid 

45 dividend claims have been fully met, all the net earnings shall be 

46 paid to the United States as a franchise tax, except that one-half of 

47 such net earnings shall be paid into a surplus fund until it shall 

48 amount to forty per centum of the paid-in capital stock of such 

49 bank. 

50 The net earnings derived by the United States from Federal reserve 

51 banks shall, in the discretion of the Secretary, be used to supplement 

52 the gold reserve held against outstanding United States notes, or shall 
58 be applied to the reduction of the outstanding bonded indebtedness of 
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the United States under regulations to be prescribed by the Secre- 1 
tary of the Treasury. Should a Federal reserve bank be dissolved 2 
or go into liquidation, any surplus remaining, after the payment of all 8 
debts, dividend requirements as hereinbefore provided, and the par 4 
value of the stock, shall be paid to and become the property of the 5 
United States and shall be similarly applied. 6 

Federal reserve banks, including the capital stock and surplus 7 
therein, and the income derived therefrom shall be exempt from 8 
Federal, State, and local taxation, except taxes upon real estate. 9 

Sec. 8. Section fifty-one hundred and fifty-four, United States 10 
Revised Statutes, is hereby amended to read as follows: 11 

Any bank incorporated by special law of any State or of the 12 
United States or organized under the general laws of any State or of 18 
the United States and having an unimpaired capital sufficient to 14 
entitle it to become a national banking association under the pro- 15 
visions of the existing laws may, by the vote of the shareholders 16 
owning not less than fifty-one per centum of the capital stock of 17 
such bank or banking association, with the approval of the Comp- 18 
troller of the Currency be converted into a national banking associa- 19 
tion, with any name approved by the Comptroller of the Currency: 20 

Provided, however, That said conversion shall not be in contravention 21 
of the State law. In such case the articles of association and organi- 22 
zation certificate may be executed by a majority of the directors of 28 
the bank or banking institution, and the certificate shall declare that 24 
the owners of fifty-one per centum of the capital stock have author- 25 
ized the directors to make such certificate and to change or convert 26 
the bank or banking institution into a national association. A ma- 27 
jority of the directors, after executing the articles of association and 28 
the organization certificate, shall have power to execute all other 29 
papers and to do whatever may be required to make its organization 80 
perfect and complete as a national association. The shares of any 81 
such bank may continue to be for the same amount each as they 82 
were before the conversion, and the directors may continue to be 88 
directors of the association until others are elected or appointed in 84 
accordance with the provisions of the statutes of the United States. 85 
When the Comptroller has given to such bank or banking association 86 
a certificate that the provisions of this Act have been complied with, 87 
such bank or banking association, and all its stockholders, officers, 88 
and employees, shall have the same powers and privileges, and shall 89 
be subject to the same duties, liabilities, and regulations, in all re- 40 
spects, as shall have been prescribed by the Federal Reserve Act and 41 
by the national banking Act for associations originally organized as 42 
national banking associations. 48 

8TATK BANKS AS MEMBERS 44 

Sec. 9. Any bank incorporated by special law of any State, or 45 
organized under the general laws of any State or of the United 46 
States, may make application to the reserve bank organization 47 
committee, pending organization, and thereafter to the Federal 48 
Reserve Board for the right to subscribe to the stock of the Federal 49 
reserve bank organized or to be organized within the Federal reserve 50 
district where the applicant is located. The organization committee 51 
or the Federal Reserve Board, under such rules and regulations as 52 



AND COGNATE STATUTES 18 

1 it may prescribe, subject to the provisions of this section, may 

2 permit the applying bank to become a stockholder in the Federal 
8 reserve bank of the district in which the applying bank is located. 

4 Whenever the organization committee or the Federal Reserve Board 

5 shall permit the applying bank to become a stockholder in the Federal 

6 reserve bank of the district, stock shall be issued and paid for under 

7 the rules and regulations in this Act provided for national banks 

8 which become stockholders in Federal reserve banks. - 

9 The organization committee or the Federal Reserve Board shall 

10 establish by-laws for the general government of its conduct in acting 

11 upon applications made by the State banks and banking associations 

12 and trust companies for stock ownership in Federal reserve banks. 
18 Such by-laws shall require applying banks not organized under 

14 Federal law to comply with the reserve and capital requirements 

15 and to submit to the examination and regulations prescribed by the 

16 organization committee or by the Federal Reserve Board. No ap~ 

17 plying bank shall be admitted to membership in a Federal reserve 

18 bank unless it possesses a paid-up unimpaired capital sufficient to 

19 entitle it to become a national banking association in the place where 

20 it is situated, under the provisions of the national banking Act. 

21 Any bank becoming a member of a Federal reserve bank under the 

22 provisions of this section shall, in addition to the regulations and 
28 restrictions hereinbefore provided, be required to conform to the 

24 provisions of law imposed on the national banks respecting the 

25 limitation of liability which may be incurred by any person, firm, or 

26 corporation to such banks, the prohibition against making purchase 

27 of or loans on stock of such banks, and the withdrawal or impairment 

28 of capital, or the payment of unearned dividends, and to such rules 

29 and regulations as the Federal Reserve Board may, in pursuance 

80 thereof, prescribe. 

81 Such banks, and the officers, agents, and employees thereof, shall 

82 also be subject to the provisions of and to the penalties prescribed 
33 by sections fifty-one hundred and ninety-eight, fifty-two hundred, 

84 fifty-two hundred and one, and 2 fifty-two hundred and eight, and 

85 fifty-two hundred and nine of the Revised Statutes. The member 

86 banks shall also be required to make reports of the conditions and 

87 of the payments of dividends to the comptroller, as provided in 

88 sections fifty-two hundred and eleven and fifty-two hundred and 

89 twelve of the Revised Statutes, and shall be subject to the penalties 

40 prescribed by section fifty-two hundred and thirteen for the failure 

41 to make such report. 

42 If at any time it shall appear to the Federal Reserve Board that a 
48 member bank has failed to comply with the provisions of this section 

44 or the regulations of the Federal Reserve Board, it shall be within the 

45 power of the saib/ board, after hearing, to require such bank to sur- 

46 render its stock in the Federal reserve bank ; upon such surrender the 

47 Federal reserve bank shall pay the cash-paid subscriptions to the said 

48 stock with interest at the rate of one-half of one per centum per 

49 month, computed from the last dividend, if earned, not to exceed 

50 the book value thereof, less any liability to said Federal reserve bank, 

51 except the subscription liability not previously called, which shall be 

52 canceled, and said Federal reserve bank shall, upon notice from the 
58 Federal Reserve Board, be required to suspend said bank from further 
54 privileges of membership, and shall within thirty days of such notice 
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cancel and retire its stock and make payment therefor in the manner 1 

herein provided. The Federal Reserve Board may restore member- 2 

ship upon due proof of compliance with the conditions imposed by 8 

this section. 4 

FEDERAL RESERVE BOARD 5 

Sec. 10. A Federal Reserve Board is hereby created which shall 6 
consist of seven members, including the Secretary of the Treasury 7 
and the Comptroller of the Currency, who shall be members ex 8 
officio, and five members appointed by the President of the United 9 
States, by and with the advice and consent of the Senate. In 10 
selecting the five appointive members of the Federal Reserve 11 
Board, not more than one of whom shall be selected from any 12 
one Federal reserve district, the President shall have due regard to 18 
a fair representation of the different commercial, industrial and 14 
geographical divisions of the country. The five members of the 15 
Federal Reserve Board appointed by the President and confirmed 16 
as aforesaid shall devote their entire time to the business of the 17 
Federal Reserve Board and shall each receive an annual salary of 18 
$12,000, payable monthly together with actual necessary traveling 19 
expenses, and the Comptroller of the Currency, as ex officio member 20 
of the Federal Reserve Board, shall, in addition to the salary now 21 
paid him as Comptroller of the Currency, receive the sum of $7,000 22 
annually for his services as a member of said Board. 28 

The members of said board, the Secretary of the Treasury, the 24 
Assistant Secretaries of the Treasury, and the Comptroller of the Cur- 25 
rency shall be ineligible during the time they are in office and for two 26 
years thereafter to hold any office, position, or employment in any 27 
member bank. Of the five members thus appointed by the President 28 
at least two shall be persons experienced in banking or finance. One 29 
shall be designated by the President to serve for two, one for four, one 80 
for six, one for eight, and one for ten years, and thereafter each 81 
member so appointed shall serve for a term of ten years unless 82 
sooner removed for cause by the President. Of the five persons thus 88 
appointed, one shall be designated by the President as governor and 84 
one as vice governor of the Federal Reserve Board. The governor of 85 
the Federal Reserve Board, subject to its supervision, shall be the 86 
active executive officer. The Secretary of the Treasury may assign 87 
offices in the Department of the Treasury for the use of the Federal 88 
Reserve Board. Each member of the Federal Reserve Board shall 89 
within fifteen days after notice of appointment make and subscribe 40 
to the oath of office. 41 

The Federal Reserve Board shall have power to levy semiannually 42 
upon the Federal reserve banks, in proportion to their capital stock 48 
and surplus, an assessment sufficient to pay its estimated expenses and 44 
the salaries of its members and employees for the half year succeed- 45 
ing the levying of such assessment, together with any deficit carried 46 
forward from the preceding half year. 47 

The first meeting of the Federal Reserve Board shall be held in 48 
Washington, District of Columbia, as soon as may be after the passage 49 
of this Act, at a date to be fixed by the Reserve Bank Organisation 50 
Committee. The Secretary of the Treasury shall be ex officio chair- 51 
man of the Federal Reserve Board. No member of the Federal 52 
Reserve Board shall be an officer or director of any bank, banking 58 
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1 institution, trust company, or Federal reserve bank nor hold stock 

2 in any bank, banking institution, or trust company; and before 
8 entering upon his duties as a member of the Federal Reserve Board 

4 he shall certify under oath to the Secretary of the Treasury that he 

5 has complied with this requirement. Whenever a vacancy shall 

6 occur, other than by expiration of term, among the five members of 

7 the Federal Reserve Board appointed by the President, as above 

8 provided, a successor shall be appointed by the President, with the 

9 advice and consent of the Senate, to fill such vacancy, and when 

10 appointed he shall hold office for the unexpired term of the member 

11 whose place he is selected to fill. 

12 The President shall have power to fill all vacancies that may hap- 
18 pen on the Federal Reserve Board during the recess of the Senate, by 

14 granting commissions which shall expire thirty days after the next 

15 session of the Senate convenes. 

16 Nothing in this Act contained shall be construed as taking away 

17 any powers heretofore vested by law in the Secretary of the Treasury 

18 which relate to the supervision, management, and control of the 

19 Treasury Department and bureaus under such department, and wher- 

20 ever any power vested by this Act in the Federal Reserve Board or 

21 the Federal reserve agent appears to conflict with the powers of the 

22 Secretary of the Treasury, such powers shall be exercised subject 
28 to the supervision and control of the Secretary. 

24 The Federal Reserve Board shall annually make a full report of 

25 its operations to the Speaker of the House of Representatives, who 

26 shall cause the same to be printed for the information of the Congress. 

27 Section three hundred and twenty-four of the Revised Statutes of 

28 the United States shall be amended so as to read as follows: There 

29 shall be in the Department of the Treasury a bureau charged with 

80 the execution of all laws passed by Congress relating to the issue and 

81 regulation of national currency secured by United States bonds and, 

82 under the general supervision of the Federal Reserve Board, of all 
88 Federal reserve notes, the chief officer of which bureau shall be called 

84 the Comptroller of the Currency and shall perform his duties under 

85 the general directions of the Secretary of the Treasury. 

86 Sec. t-l. The Federal Reserve Board shall be authorized and em- 

87 powered: 

88 (a) To examine at its discretion the accounts, lfooks and affairs 

89 of each Federal reserve bank and of each member bank and to require 

40 such statements and reports as it may deem necessary. The said 

41 board shall publish once each week a statement showing the condi- 

42 tion of each Federal reserve bank and a consolidated statement for all 
48 Federal reserve banks. Such statements shall show in detail the 

44 assets and liabilities of the Federal reserve banks, single and com- 

45 bined, and shall furnish full information regarding the character of the 

46 money held as reserve and the amount, nature and maturities of the 

47 paper and other investments owned or held by Federal reserve 

48 banks. 

49 (b) To permit, or, on the affirmative vote of at least five members 

50 of the Reserve Board to require Federal reserve banks to rediscount 

51 the discoimted paper of other Federal reserve banks at rates of in- 

52 terest to be fixed by the Federal Reserve Board. 

58 (c) To suspend for a period not exceeding thirty days, and from 
54 time to time to renew such suspension for periods not exceeding 
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fifteen days, any reserve requirement specified in this Act: Provided, 1 

That it shall establish a graduated tax upon the amounts by which 2 

the reserve requirements of this Act may be permitted to fall below 3 

the level hereinafter specified: And provided further, That when the 4 

gold reserve held against Federal reserve notes falls below forty per 5 

centum, the Federal Reserve Board shall establish a graduated tax of 6 

not more than one per centum per annum upon such deficiency until 7 

the reserves fall to thirty-two and one-half per centum, and when 8 

said reserve falls below thirty-two and one-half per centum, a tax at 9 

the rate increasingly of not less than one and one-half per centum 10 

per annum upon each two and one-half per centum or fraction thereof 1 1 

that such reserve falls below thirty-two and one-half per centum. 12 

The tax shall be paid by the reserve bank, but the reserve bank shall 18 

add an amount equal to said tax to the rates of interest and discount 14 

fixed by the Federal Reserve Board. 15 

(d) To supervise and regulate through the bureau under the charge 16 
of the Comptroller of the Currency the issue and retirement of Federal 17 
reserve notes, and to prescribe rules and regulations under which such 18 
notes may be delivered by the Comptroller to the Federal reserve 19 
agents applying therefor. 20 

(e) To add to the number of cities classified as reserve and central 21 
reserve cities under existing law in which national banking associa- 22 
tions are subject to the reserve requirements set forth in section 28 
twenty 3 of this Act; or to reclassify existing reserve and central 24 
reserve cities or to terminate their designation as such. 25 

(f) To suspend or remove any officer or director of any Federal 26 
reserve bank, the cause of such removal to be forthwith communi- 27 
cated in writing by the Federal Reserve Board to the removed officer 28 
or director and to said bank. 29 

(g) To require the writing off of doubtful or worthless assets upon 80 
the books and balance sheets of Federal reserve banks. 81 

(h) To suspend, for the violation of any of the provisions of this 82 
Act, the operations of any Federal reserve bank, to take possession 88 
thereof, administer the same during the period of suspension, and, 84 
when deemed advisable, to liquidate or reorganize such bank. 85 

(i) To require bonds of Federal reserve agents, to make regulations 86 
for the safeguarding of all collateral, bonds, Federal reserve notes, 87 
money or property of any kind deposited in the hands of such 88 
agents, and said board shall perform the duties, functions, or services 89 
specified in this Act, and make all rules and regulations necessary to 40 
enable said board effectively to perform the same. 41 

(j) To exercise general supervision over said Federal reserve banks. 42 

(k) To grant by special permit to national banks applying therefor, 48 
when not in contravention of State or local law, the right to act as 44 
trustee, executor, administrator, or registrar of stocks and bonds 45 
under such rules and regulations as the said board may prescribe. 46 

(1) To employ such attorneys, experts, assistants, clerks, or other 47 
employees as may be deemed necessary to conduct the business of 48 
the board. All salaries and fees shall be fixed in advance by said 49 
board and shall be paid in the same manner as the salaries of the 50 
members of said board. All such attorneys, experts, assistants, 51 
clerks, and other employees shall be appointed without regard to the 52 
provisions of the Act of January sixteenth, eighteen hundred and 58 
eighty-three (volume twenty-two, United States Statutes at Large, 54 
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1 page four hundred and three), and amendments thereto, or any role 

2 or regulation made in pursuance thereof: Provided, That nothing 
8 herein shall prevent the President from placing said employees in the 
4 classified service. 

5 FEDERAL ADVISORY COUNCIL 

6 Sec. 12. There is hereby created a Federal Advisory Council, 

7 which shall consist of as many members as there are Federal reserve 

8 districts. Each Federal reserve bank bv its board of directors shall 

9 annually select from its own Federal reserve district one member of 

10 said council, who shall receive such compensation and allowances as 

11 may be fixed by his board of directors subject to the approval of the 

12 Federal Reserve Board. The meetings of said advisory council shall 
18 be held at Washington, District of Columbia, at least four times each 

14 year, and oftener if called by the Federal Reserve Board. The 

15 council may in addition to the meetings above provided for hold such 

16 other meetings in Washington, District of Columbia, or elsewhere, as 

17 it may deem necessary, may select its own officers and adopt its own 

18 methods of procedure, and a majority of its members shall constitute 

19 a quorum for the transaction of business. Vacancies in the council 

20 shall be filled by the respective reserve banks, and members selected 

21 to fill vacancies, shall serve for the unexpired term. 

22 The Federal Advisory Council shall have power, by itself, or through 
28 its officers, (1) to confer directly with the Federal Reserve Board on 

24 general business conditions; (2) to make oral or written representa- 

25 tions concerning matters within the jurisdiction of said board; (8) to 

26 call for information and to make recommendations in regard to 

27 discount rates, rediscount business, note issues, reserve conditions in 

28 the various districts, the purchase and sale of gold or securities by 

29 reserve banks, open-market operations by said banks, and the general 
80 affairs of the reserve banking system. 

81 POWERS OF FEDERAL RESERVE BANKS 

82 Sec. 18. Any Federal reserve bank may receive from any of its 
M member banks, and from the United States, deposits of current funds 

84 in lawful money, national-bank notes, Federal reserve notes, or 

85 checks and drafts upon solvent member banks, payable upon presen- 

86 tation; or. solely for exchange purposes, may receive from other 

87 Federal reserve banks deposits of current funds in lawful money, 

88 national-bank notes, or checks and drafts upon solvent member or 

89 other- Federal reserve banks, payable upon presentation. 

40 Upon the indorsement of any of its member banks, with a waiver of 

41 demand, notice and protest by such bank, any Federal reserve bank 

42 may discount notes, drafts, and bills of exchange arising out of actual 
48 commercial transactions; that is, notes, drafts, and bills of exchange 

44 issued or drawn for agricultural, industrial, or commercial purposes, 

45 or the proceeds of which have been used, or are to be used, for such 

46 purposes, the Federal Reserve Board to have the right to determine 

47 or define the character of the paper thus eligible for discount, within 

48 the meaning of this Act. Nothing in this Act contained shall be 

49 construed to prohibit such notes, drafts, and bills of exchange, secured 

50 by staple agricultural products, or other goods, wares, or merchandise 
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from being eligible for such discount; but such definition shall not 1 
include notes, drafts, or bills covering merely investments or issued 2 
or drawn for the purpose of carrying or trading in stocks, bonds, or 8 
other investment securities, except bonds and notes of the Govern- 4 
ment of the United States. Notes, drafts, and bills admitted to dis- 5 
count under the terms of this paragraph must have a maturity at 6 
the time of discount of not more than ninety days: Provided, That 7 
notes, drafts, and bills drawn or issued for agricultural purposes or 8 
based on live stock and having a maturity not exceeding six months 9 
may be discounted in an amount to be limited to a percentage of the 10 
capital of the Federal reserve bank, to be ascertained and fixed by the 1 1 
Federal Reserve Board. 12 

Any Federal reserve bank may discount acceptances which are 18 
based on the importation or exportation of goods and which have 14 
a maturity at time of discount of not more than three months, and 15 
indorsed by at least one member bank. The amount of acceptances 16 
so discounted shall at no time exceed one-half the paid-up capital stock 17 
and surplus of the bank for which the rediscounts are made. 18 

The aggregate of such notes and bills bearing the signature or in- 19 
dorsement of any one person, company, firm, or corporation redis- 20 
counted for any one bank shall at no time exceed ten per centum of the 21 
unimpaired capital and surplus of said bank ; but this restriction shall 22 
not apply to the discount of bills of exchange drawn in good faith 28 
against actually existing values. 24 

Any member bank may accept drafts or bills of exchange drawn upon 25 
it and growing out of transactions involving the importation or exporta- 26 
tion of goods having not more than six months sight to run ; but no bank 27 
shall accept such bills to an amount equal at any time in the aggregate 28 
to more than one-half its paid-up capital stock and surplus. 4 29 

Section fifty-two hundred and two of the Revised Statutes of the 80 
United States is hereby amended so as to read as follows: No national 81 
banking association shall at any time be indebted, or in any way 82 
liable, to an amount exceeding the amount of its capital stock at such 33 
time actually paid in and remaining undiminished by losses or other- 84 
wise, except on account of demands of the nature following: 85 

First. Notes of circulation. 36 

Second. Moneys deposited with or collected by the association. 87 

Third. Bills of exchange or drafts drawn against money actually 88 
on deposit to the credit of the association, or due thereto. 89 

Fourth. Liabilities to the stockholders of the association for 40 
dividends and reserve profits. 41 

Fifth. Liabilities incurred under the provisions of the Federal 42 
Reserve Act. 48 

The rediscount by any Federal reserve bank of any bills receivable 44 
and of domestic and foreign bills of exchange, and of acceptances 45 
authorised by this Act, shall be subject to such restrictions, limita- 46 
tions, and regulations as may be imposed by the Federal Reserve 47 
Board. 48 

OPEN-MARKET OPERATIONS 49 

Sec. 14. Any Federal reserve bank may, under rules and regula- 50 
tions prescribed by the Federal Reserve Board, purchase and sell in 51 
the open market, at home or abroad, either from or to domestic or 52 
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1 foreign banks, firms, corporations, or individuals, cable transfers and 

2 bankers' acceptances and bills of exchange of the kinds and maturities 

3 by this Act made eligible for rediscount, with or without the indorse- 

4 ment of a member bank. 

5 Every Federal reserve bank shall have power: 

6 (a) To deal in gold coin and bullion at home or abroad, to make 

7 loans thereon, exchange Federal reserve notes for gold, gold coin, or 

8 gold certificates, and to contract for loans of gold coin or bullion, giv- 

9 ing therefor, when necessary, acceptable security, including the hy- 

10 pothecation of United States bonds or other securities which Federal 

11 reserve banks are authorized to hold; 

12 (b) To buy and sell, at home or abroad, bonds and notes of the 
18 United States, and bills, notes, revenue bonds, and warrants with a 

14 maturity from date of purchase of not exceeding six months, issued 

15 in anticipation of the collection of taxes or in anticipation of the 

16 receipt of assured revenues by any State, county, district, political 

17 subdivision, or municipality in the continental United States, includ- 

18 ing irrigation, drainage and reclamation districts, such purchases to 

19 be made in accordance with rules and regulations prescribed by the 

20 Federal Reserve Board; 

21 (c) To purchase from member banks and to sell, with or without its 

22 indorsement, bills of exchange arising out of commercial transactions, 
28 as hereinbefore defined; 

24 (d) To establish from time to time, subject to review and determi- 

25 nation of the Federal Reserve Board, rates of discount to be charged 

26 by the Federal Reserve Bank for each class of paper, which shall be 

27 fixed with a view of accommodating commerce and business ; 

28 (e) To establish accounts with other Federal reserve banks for 

29 exchange purposes and, with the consent of the Federal Reserve 

80 Board, to open' and maintain banking accounts in foreign countries, 

81 appoint correspondents, and establish agencies in such countries 

82 wheresover it may deem best for the purpose of purchasing, selling, 

88 and collecting bills of exchange, and to buy and sell with or without its 

84 indorsement, through such correspondents or agencies, bills of exchange 

85 arising out of actual commercial transactions which have not more 

86 than ninety days to run and which bear the signature of two or more 

87 responsible parties. 

88 GOVERNMENT DEP08ITS 

89 Sec. 15. The moneys held in the general fund of the Treasury, 

40 except the five per centum fund for the redemption of outstanding 

41 national-bank notes and the funds provided in this Act for the redemp- 

42 tion of Federal reserve notes may, upon the direction of the Secretary 
48 of the Treasury, be deposited in Federal reserve banks, which banks, 

44 when required by the Secretary of the Treasury, shall act as fiscal 

45 agents of the United States ; and the revenues of the Government or 

46 any part thereof may be deposited in such banks, and disbursements 

47 may be made by checks drawn against such deposits. 

48 No public funds of the Philippine Islands, or of the postal savings, 

49 or any Government funds, shall be deposited in the continental United 

50 States in any bank not belonging to the system established by this Act: 

51 Provided, however. That nothing in this Act shall be construed to deny 

52 the right of the Secretary of the Treasury to use member banks as 
58 depositories. 
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NOTE ISSUES 1 

Sec. 16. Federal reserve notes, to be issued at the discretion of the 2 
Federal Reserve Board for the purpose of making advances to Federal 8 
reserve banks through the Federal reserve agents as hereinafter set 4 
forth and for no other purpose, are hereby authorized. The said notes 5 
shall be obligations of the United States and shall be receivable by all 6 
national and member banks and Federal reserve banks and for all 7 
taxes, customs, and other public dues. They shall be redeemed in 8 
gold on demand at the Treasury Department of the United States, in 9 
the city of Washington, District of Columbia, or in gold or lawful 10 
money at any Federal reserve bank. 11 

Any Federal reserve bank may make application to the local 12 
Federal reserve agent for such amount of the Federal reserve notes 18 
hereinbefore provided for as it may require. Such application shall 14 
be accompanied with a tender to the local Federal reserve agent of 15 
collateral in amount equal to the sum of the Federal reserve notes thus 16 
applied for and issued pursuant to such application. The collateral 17 
security thus offered shall be notes and bills, accepted for rediscount 18 
under the provisions of section thirteen of this Act, and the Federal 19 
reserve agent shall each day notify the Federal Reserve Board of all 20 
issues and withdrawals of Federal reserve notes to and by the Federal 21 
reserve bank to which he is accredited. The said Federal Reserve 22 
Board may at any time call upon a Federal reserve bank for addi- 28 
tional security to protect the Federal reserve notes issued to it. 24 

Every Federal reserve bank shall maintain reserves in gold or 25 
lawful money of not less than thirty-five per centum against its 26 
deposits and reserves in gold of not less than forty per centum 27 
against its Federal reserve notes in actual circulation, and not 28 
offset by gold or lawful money deposited with the Federal re- 29 
serve agent. Notes so paid out shall bear upon their faces a 80 
distinctive letter and serial number, which shall be assigned 81 
by the Federal Reserve Board to each Federal reserve bank. When- 82 
ever Federal reserve notes issued through one Federal reserve bank 88 
shall be received by another Federal reserve bank they shall be 84 
promptly returned for credit or redemption to the Federal reserve 85 
bank through which they were originally issued. No Federal reserve 86 
bank shall pay out notes issued through another under penalty of a 87 
tax of ten per centum upon the face value of notes so paid out. Notes 88 
presented for redemption at the Treasury of the United States shall 89 
be paid out of the redemption fund and returned to the Federal 40 
reserve banks through which they were originally issued, and there- 41 
upon such Federal reserve bank shall, upon demand of the Secretary 42 
of the Treasury, reimburse such redemption fund' in lawful money 48 
or, if such Federal reserve notes have been redeemed by the Treasurer 44 
in gold or gold certificates, then such funds shall be reimbursed to 45 
the extent deemed necessary by the Secretary of the Treasury in gold 46 
or gold certificates, and such Federal reserve bank shall, so long as 47 
any of its Federal reserve notes remain outstanding, maintain with 48 
the Treasurer in gold an amount sufficient in the judgment of the 49 
Secretary to provide for all redemptions to be made by the Treasurer. 50 
Federal reserve notes received by the Treasury, otherwise than for 51 
redemption, may be exchanged for gold out of the redemption fund 52 
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1 hereinafter provided and returned to the reserve bank through which 

2 they were originally issued, or they may be returned to such bank 
8 for the credit of the United States. Federal reserve notes unfit for 

4 circulation shall be returned by the Federal reserve agents to the 

5 Comptroller of the Currency for cancellation and destruction. 

6 The Federal Reserve Board shall require each Federal reserve bank 

7 to maintain on deposit in the Treasury of the United States a sum 

8 in gold sufficient in the judgment of the Secretary of the Treasury 

9 for the redemption of the Federal reserve notes issued to such 
10 bank, but in no event less than five per centum; but such de- 
ll posit of gold shall be counted and included as part of the forty per 
12 centum reserve hereinbefore required. The board shall have the 
18 right, acting through the Federal reserve agent, to grant in whole 

14 or in part or to reject entirely the application of any Federal 

15 reserve bank for Federal reserve notes; but to the extent that such 

16 application may be granted the Federal Reserve Board shall, through 

17 its local Federal reserve agent, supply Federal reserve notes to the 

18 bank so applying, and such bank shall be charged with the amount 

19 of such notes and shall pay such rate of interest on said amount as 

20 may be established by the Federal Reserve Board, and the amount of 

21 such Federal reserve notes so issued to any such bank shall, upon 

22 delivery, together with such notes of such Federal reserve bank as 
28 may be issued under section eighteen of this Act upon security of 

24 United States two per centum Government bonds, become a first and 

25 paramount lien on all the assets of such bank. 

26 Any Federal reserve bank may at any time reduce its liability for 

27 outstanding Federal reserve notes by depositing, with the Federal 

28 reserve agent,, its Federal reserve notes, gold, gold certificates, or 

29 lawful money of the United States. Federal reserve notes so depos- 

80 ited shall not be reissued, except upon compliance with the conditions 

81 of an original issue. 

82 The Federal reserve agent shall hold such gold, gold certificates, or 
88 lawful money available exclusively for exchange for the outstanding 

84 Federal reserve notes when offered by the reserve bank of which he is 

85 a director. Upon the request of the Secretary of the Treasury the 

86 Federal Reserve Board shall require the Federal reserve agent to 

87 transmit so much of said gold to the Treasury of the United States as 

88 may be required for the exclusive purpose of the redemption of such 

89 notes. 

40 Any Federal reserve bank may at its discretion withdraw collateral 

41 deposited with the local Federal reserve agent for the protection of 

42 its Federal reserve notes deposited with it and shall at the same time 
48 substitute therefor other like collateral of equal amount with the 

44 approval of the Federal reserve agent under regulations to be pre- 

45 scribed by the Federal Reserve Board. 

46 In order to furnish suitable notes for circulation as Federal reserve 

47 notes, the Comptroller of the Currency shall, under the direction of 

48 the Secretary of the Treasury, cause plates and dies to be engraved 

49 in the best manner to guard against counterfeits and fraudulent 

50 alterations, and shall have printed therefrom and numbered such 

51 quantities of such notes of the denominations of $5, $10, $20, 

52 $50, $100, as may be required to supply the Federal reserve banks. 
58 Such* notes shall be in form and tenor as directed by the Secretary of 
54 the Treasury under the provisions of this Act and shall bear the 
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distinctive numbers of the several Federal reserve banks through 1 
which they are issued. 2 

When such notes have been prepared, they shall be deposited in 3 
the Treasury, or in the subtreasury or mint of the United States 4 
nearest the place of business of each Federal reserve bank and shall 5 
be held for the use of such bank subject to the order of the Comp- 6 
troller of the Currency for their delivery, as provided by this Act. 7 

The plates and dies to be procured by the Comptroller of the Cur- 8 
rency for the printing of such circulating notes shall remain under 9 
his control and direction, And the .expenses necessarily incurred in 10 
executing the laws relating to the procuring of such notes, and all 11 
other expenses incidental to their issue and retirement, shall be paid 12 
by the Federal reserve banks, and the Federal Reserve Board shall 13 
include in its estimate of expenses levied against the Federal reserve 14 
banks a sufficient amount to cover the expenses herein provided for. 15 

The examination of plates, dies, bed pieces, and so forth, and 16 
regulations relating to such examination of plates, dies, and so forth, 17 
of national-bank notes provided for in section fifty-one hundred and 18 
seventy- four Revised Statutes, is hereby extended to include notes 19 
herein provided for. 20 

Any appropriation heretofore made out of the general funds of 21 
the Treasury for engraving plates and dies, the purchase of distinc- 22 
tive paper, or to cover any other expense in connection with the 28 
printing of national-bank notes or notes provided for by the Act of 24 
May thirtieth, nineteen hundred and eight, and any distinctive paper 25 
that may be on hand at the time of the passage of this Act may be 26 
used in the discretion of the Secretary for the purposes of this Act, 27 
and should the appropriations heretofore made be insufficient to 28 
meet the requirements of this Act in addition to circulating notes 29 
provided for by existing law, the Secretary is hereby authorized to 80 
use so much of any funds in the Treasury not otherwise appropriated 81 
for the purpose of furnishing the notes aforesaid : Provided, however, 82 
That nothing in this section contained shall be construed as exempt- 88 
ing national banks or Federal reserve banks from their liability to 84 
reimburse the United States for any expenses incurred in printing 85 
and issuing circulating notes. 96 

Every Federal reserve bank shall receive on deposit at par from 87 
member banks or from Federal reserve banks checks and drafts drawn 88 
upon any of its depositors, and when remitted by a Federal reserve 89 
bank, checks and drafts drawn by any depositor in any other Federal 40 
reserve bank or member bank upon funds to the credit of said deposi- 41 
tor in said reserve bank or member bank. Nothing herein contained 42 
shall be construed as prohibiting a member bank from charging its 48 
actual expense incurred in collecting and remitting funds, or for 44 
exchange sold to its patrons. The Federal Reserve Board shall, by 45 
rule, fix the charges to be collected by the member banks from its 46 
patrons whose checks are cleared through the Federal reserve bank 47 
and the charge which may be imposed for the service of clearing or 48 
collection rendered by the Federal reserve bank. 49 

The Federal Reserve Board shall make and promulgate from time 50 

to time regulations governing the transfer of funds and charges 51 

therefor among Federal reserve banks and their branches, and may 52 

1 ait its discretion exercise the functions of a clearing house for such 58 

Federal reserve banks, or may designate a Federal reserve bank to 54 
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1 exercise such functions, and may also require each such bank to 

2 exercise the functions of a clearing house for its member banks. 

8 Sec. 17. So much of the provisions of section fifty-one hundred 

4 and fifty-nine of the Revised Statutes of the United States, and 

5 section four of the Act of June twentieth, eighteen hundred and 

6 seventy-four, and section eight of the Act of July twelfth, eighteen 

7 hundred and eighty-two, and of any other provisions of existing 

8 statutes as require that before any national banking associations 

9 shall be * authorized to commence banking business it shall transfer 
1C and deliver to the Treasurer of the United States a stated amount of 
11 United States registered bonds is hereby repealed. 

12 REFUNDING BONDS 

18 Sec. 18. After two years from the passage of this Act, and at any 

14 time during a period of twenty years thereafter, any member bank 

15 desiring to retire the whole or any part of its circulating notes, may 

1 6 file with the Treasurer of the United States an application to sell for 

17 its account, at par and accrued interest, United States bonds secur- 

18 ing circulation to be retired. 

19 The Treasurer shall, at the end of each quarterly period, furnish 

20 the Federal Reserve Board with a list of such applications, and the 

21 Federal Reserve Board may, in its discretion, require the Federal 

22 reserve banks to purchase such bonds from the banks whose appli- 
28 cations have been filed with the Treasurer at least ten days before 

24 the end of any quarterly period at which the Federal Reserve Board 

25 may direct the purchase to be made: Provided, That Federal reserve 

26 banks shall not be permitted to purchase an amount to exceed 

27 $25,000,000 of such bonds in any one year, and which amount shall 

28 include bonds acquired under section four of this Act by the Federal 

29 reserve bank. 

80 Provided, further, That the Federal Reserve Board shall allot to 

81 each Federal reserve bank such proportion of such bonds as the 

82 capital and surplus of such bank shall bear to the aggregate capital 
88 and surplus of all the Federal reserve banks. 

84 Upon notice from the Treasurer of the amount of bonds so sold for 

85 its account, each member bank shall duly assign and transfer, in 

86 writing, such bonds to the Federal reserve bank purchasing the 

87 same, and such Federal reserve bank shall, thereupon, deposit lawful 

88 money with the Treasurer of the United States for the purchase price 

89 of such bonds, and the Treasurer shall pay to the member bank selling 

40 such bonds any balance due after deducting a sufficient sum to 

41 redeem its outstanding notes secured by such bonds, which notes 

42 shall be canceled and permanently retired when redeemed. 

48 The Federal reserve banks purchasing such bonds shall be per- 

44 mitted to take out an amount of circulating notes equal to the par 

45 value of such bonds. 

46 Upon the deposit with the Treasurer of the United States of bonds 

47 so purchased, or any bonds with the circulating privilege acquired 

48 under section four of this Act, any Federal reserve bank making 

49 such deposit in the manner provided by existing law, shall be entitled 

50 to receive from the Comptroller of the Currency circulating notes 

51 in blank, registered and countersigned as provided by law, equal in 

52 amount to the par value of the bonds so deposited. Such notes 
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shall be the obligations of the Federal reserve bank procuring the 1 
same, and shall be in form prescribed by the Secretary of the Treas- 2 
ury, and to the same tenor and effect as national-bank notes now $ 
provided by law. They shall be issued and redeemed under the 4 
same terms and conditions as national-bank notes except that they 5 
shall not be limited to the amount of the capital stock of the Federal 6 
reserve bank issuing them. 7 

Upon application of any Federal reserve bank, approved by the 8 
Federal Reserve Board, the Secretary of the Treasury may issue, in 9 
exchange for United States two per centum gold bonds bearing the cir- 10 
dilation privilege, but against which no circulation is outstanding, 11 
one-year gold notes of the United States without the circulation 12 
privilege, to an amount not to exceed one-half of the two per centum 18 
bonds so tendered for exchange, and thirty-year three per centum 14 
gold bonds without the circulation privilege for the remainder of the 15 
two per centum bonds so tendered: Provided, That at the time of such 16 
exchange the Federal reserve bank obtaining such one-year gold 17 
notes shall enter into an obligation with the Secretary of the Treas- 18 
ury binding itself to purchase from the United States for gold at the 19 
maturity of such one-year notes, an amount equal to those delivered 20 
in exchange for such bonds, if so requested by the Secretary, and at 21 
each maturity of one-year notes so purchased by such Federal reserve 22 
bank, to purchase from the United States such an amount of one-year 28 
notes as the Secretary may tender to such bank, not to exceed the 24 
amount issued to such bank in the first instance, in exchange for the 25 
two per centum United States gold bonds; said obligation to pur- 26 
chase at maturity such notes shall continue in force for a period not 27 
to exceed thirty years. 28 

For the purpose of making the exchange herein provided for, the 29 
Secretary of the Treasury is authorized to issue at par Treasury notes 80 
in coupon or registered form as he may prescribe in denominations 81 
of one hundred dollars, or any multiple thereof, bearing interest at 82 
the rate of three per centum per annum, payable quarterly, such SS 
Treasury notes to be payable not more than one year from the date of 84 
their issue in gold coin of the present standard value, and to be exempt 85 
as to principal and interest from the payment of all taxes and duties $6 
of the United States except as provided by this Act, as well as from 87 
taxes in any form by or under State, municipal or local authorities. 88 
And for the same purpose, the Secretary is authorized and empowered 89 
to issue United States gold bonds at par, bearing three per centum 40 
interest payable thirty years from date of issue, such bonds to be of 41 
the same general tenor and effect and to be issued under the same 42 
general terms and conditions as the United States three per centum 48 
bonds without the circulation privilege now issued and outstanding. 44 

Upon application of any Federal reserve bank, approved by the 45 
Federal Reserve Board, the Secretary may issue at par such three 46 
per centum bonds in exchange for the one-year gold notes herein 47 
provided for. 48 

BANK RESERVES 49 

Sec. 19. Demand deposits within the meaning of this Act shall 50 
comprise all deposits payable within thirty dnys, and time deposits 51 
shall comprise all deposits payable after thirty days, and all savings 52 
accounts and certificates of deposit which are subject to not less than 58 
thirty days' notice before payment. 54 
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1 When the Secretary of the Treasury shall have officially announced, 

2 in such manner as he may elect, the establishment of a Federal reserve 
8 bank in any district, every Subscribing member bank shall establish 

4 and maintain reserves as follows: 

5 (a) A bank not in a reserve or central reserve city as now or here- 

6 after defined shall hold and maintain reserves equal to twelve per 

7 centum of the aggregate amount of its demand deposits and five per 

8 centum of its time deposits, as follows: 

9 In its vaults for a period of thirty-six months after said date five- 

10 twelfths thereof and permanently thereafter four-twelfths. 

11 In the Federal reserve bank of its district, for a period of twelve 

12 months after said date, two-twelfths, and for each succeeding six 
18 months an additional one- twelfth, until five-twelfths have been so 

14 deposited, which shall be the amount permanently required. 

15 For a period of thirty-six months after said date the balance of 

16 the reserves may be held in its own vaults, or in the Federal reserve 

17 bank, or in national banks in reserve or central reserve cities as now 

18 defined by law. 

19 After said thirty-six months' period said reserves, other than 

20 those hereinbefore required to be held in the vaults of the member 

21 bank and in the Federal reserve bank, shall be held in the vaults of 

22 the member bank or in the Federal reserve bank, or in both, at the 
28 option of the member bank. 

24 (b) A bank in a reserve city, as now or hereafter defined, shall hold 

25 and maintain reserves equal to fifteen per centum of the aggregate 

26 amount of its demand deposits and ^vt per centum of its time 

27 deposits, as follows: 

28 In its vaults for a period of thirty-six months after said date 

29 six-fifteenths thereof, and permanently thereafter five-fifteenths. 

80 In the Federal reserve bank of its district for a period of twelve 

81 months after the date aforesaid at least three-fifteenths, and for each 

82 succeeding six months an additional one-fifteenth, until six-fifteenths 
SB have been so deposited, which shall be the amount permanently 

84 required. 

85 For a period of thirty-six months after said date the balance of 

86 the reserves may be held in its own vaults, or in the Federal reserve 

87 bank, or in national banks in reserve or 5 central reserve cities as now 

88 defined by law. 

89 After said thirty-six months' period all of said reserves, except 

40 those hereinbefore required to be held permanently in the vaults of 

41 the member bank and in the Federal reserve bank, shall be held in 

42 its vaults or in the Federal reserve bank, or in both, at the option 
48 of the member bank. 

44 (c) A bank in a central reserve city, as now or hereafter defined, 

45 shall hold and maintain a reserve equal to eighteen per centum of 

46 the aggregate amount of its demand deposits and five per centum of 

47 its time deposits, as follows: 

48 In its vaults six-eighteenths thereof. 

49 In the Federal reserve bank seven-eighteenths. 

50 The balance of said reserves shall be held in its own vaults or in 

51 the Federal reserve bank, at its option. 

52 Any Federal reserve bank may receive from the member banks as 
58 reserves, not exceeding one-half of each installment, eligible paper as 
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described in section fourteen properly indorsed and acceptable to 1 
the said reserve bank. 2 

If a State bank or trust company is required 7 by the law of its State 8 
to keep its reserves either in its own vaults or with another State bank 4 
or trust company 8 such reserve deposits so kept in such State bank 5 
or trust company shall be construed, within the meaning of this sec- 6 
tion, as if they were reserve deposits in a national bank in a reserve 7 
or central reserve city for a period of three years after the Secretary 8 
of the Treasury shall have officially announced the establishment of a 9 
Federal reserve bank in the district in which such State bank or 10 
trust company is situate. Except as thus provided, no member 11 
bank shall keep on deposit with any nonmember bank a sum in 12 
excess of ten per centum of its own paid-up capital and surplus. 18 
No member bank shall act as the medium or agent of a nonmember 14 
bank in applying for or receiving discounts from a Federal reserve 15 
bank under the provisions of this Act except by permission of the 16 
Federal Reserve Board. 17 

The reserve carried by a member bank with a Federal reserve bank 18 
may, under the regulations and subject to such penalties as may be 19 
prescribed by the Federal Reserve Board, be checked against and 20 
withdrawn by such member bank for the purpose of meeting existing 21 
liabilities : Provided, however, That no bank shall at any time" make 22 
new loans or shall pay any dividends unless and until the total reserve 28 
required by law is fully restored. 24 

In estimating the reserves required by this Act, the net balance of 25 
amounts due to and from other banks shall be taken as the basis for 26 
ascertaining the deposits against which reserves shall be determined. 27 
Balances in reserve banks due to member banks shall, to the extent 28 
herein provided, be counted as reserves. 29 

National banks located in Alaska or outside the continental United 80 
States may remain nonmember banks, and shall in that event 81 
maintain reserves and comply with all the conditions now provided 82 
by law regulating them; or said banks, except in the Philippine 88 
Islands, may, with the consent of the Reserve Board, become member 84 
banks of any one of the reserve districts, and shall, in that event, take 85 
stock, maintain reserves, and be subject to all the other provisions 86 
of this Act. 87 

Sec. 20. So much of sections two and three of the Act of June 88 
twentieth, eighteen hundred and seventy-four, entitled "An Act 89 
fixing the amount of United States notes, providing for a redistribu- 40 
tion of the national-bank currency, and for other purposes/' as pro- 41 
vides that the fund deposited by any national banking association 42 
with the Treasurer of the United States for the redemption of its notes 48 
shall be counted as a part of its lawful reserve as provided in the Act 44 
aforesaid, is hereby repealed. And from and after the passage of 45 
this Act such fund of five per centum shall in no case be counted by 46 
any national banking association as a part of its lawful reserve. 47 

BANK EXAMINATIONS 48 

Sec. 21. Section fifty-two hundred and forty, United States Re- 49 

vised Statutes, is amended to read as follows: 50 

The Comptroller of the Currency, with the approval of the Secre- 51 

tary of the Treasury, shall appoint examiners who shall examine 52 
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1 every member bank at least twice in each calendar year and oftener 

2 if considered necessary: Provided, however, That the Federal Reserve 
8 Board may authorize examination by the State authorities to be 

4 accepted in the case of State banks and trust companies and may at 

5 any time direct the holding of a special examination of State banks 

6 or trust companies that are stockholders in any Federal reserve 

7 bank. The examiner making the examination of any national bank, 

8 or of any other member bank, shall have power to make a thorough 

9 examination of all the affairs of the bank and in doing so he shall 

10 have power to administer oaths and to examine any of the officers 

11 and agents thereof under oath and shall make a full and detailed 

12 report of the condition of said bank to the Comptroller of the Cur- 
18 rency. 

14 The Federal Reserve Board, upon the recommendation of the 

15 Comptroller of the Currency, shall fix the salaries of all bank exam- 

16 iners and make report thereof to Congress. The expense of the 

17 examinations herein provided for shall be assessed by the Comptroller 

18 of the Currency upon the banks examined in proportion to assets or 

19 resources held by the banks upon the dates of examination of the 

20 various banks. 

21 In addition to the examinations made and conducted by the 

22 Comptroller of the Currency, every Federal reserve bank may, with 
28 the approval of the Federal reserve agent or the Federal Reserve Board, 

24 provide for special examination of member banks within its district. 

25 The expense of such examinations shall be borne by the bank exam- 

26 ined. Such examinations shall be so conducted as to inform the 

27 Federal reserve bank of the condition of its member banks and of the 

28 lines of credit which are being extended by them. Every Federal 

29 reserve bank shall at all times furnish to the Federal Reserve Board 

80 such information as may be demanded concerning the condition of 

81 any member bank within the district of the said Federal reserve bank. 

82 No bank shall be subject to any visitatorial powers other than such 
SS as are authorized by law, or vested in the courts of justice or such as 

84 shall be or shall have been exercised or directed by Congress, or by 

85 either House thereof or by any committee of Congress or of either 

86 House duly authorized. 

87 The Federal Reserve Board shall, at least once each year, order an 

88 examination of each Federal reserve bank, and upon joint applies- 

89 tion of ten member banks the Federal Reserve Board shall order a 

40 special examination and report of the condition of any Federal 

41 reserve bank. 

42 Sec. 22. No member bank or any officer, director, or employee 
48 thereof shall hereafter make any loan or grant any gratuity to any 

44 bank examiner. Any bank officer, director, or employee violat- 

45 ing this provision shall be deemed guilty of a misdemeanor and shall 

46 be imprisoned not exceeding one year or fined not more than $5,000 

47 or both; and may be fined a further sum equal to the money so loaned 

48 or gratuity given. Any examiner accepting a loan or gratuity from any 

49 bank examined by him or from an officer, director, or employee thereof 

50 shall be deemed guilty of a misdemeanor and shall be imprisoned not 

51 exceeding one year or fined not more than $5,000, or both ; and may be 

52 fined a further sum equal to the money so loaned or gratuity given ; 
58 and shall forever thereafter be disqualified from holding office as a 
54 national-bank examiner. No national-bank examiner shall perform 
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any other service for compensation while holding such office for any 1 
bank or officer, director, or employee thereof. 9 

Other than the usual salary or director's fee paid to any officer, 8 
director, or employee of a member bank and other than a reasonable 4 
fee paid by said bank to such officer, director, or employee for services 5 
rendered to such bank, no officer, director, employee, or attorney of a 6 
member bank shall be a beneficiary of or receive, directly or indirectly, 7 
any fee, commission, gift, or other consideration for or in connection 8 
with any transaction or business of the bank. No examiner, public 9 
or private, shall disclose the names of borrowers or the collateral for 10 
loans of a member bank to other than the proper officers of such 11 
bank without first having obtained the express permission in writing 12 
from the Comptroller of the Currency, or from the board of directors 18 
of such bank, except when ordered to do so by a court of competent 14 
jurisdiction, or by direction of the Congress of the United States, or 15 
of either House thereof, or any committee of Congress or of either 16 
House duly authorized. Any person violating any provision of this 17 
section shall be punished by a fine not exceeding $5,000 or by 18 
imprisonment not exceeding one year, or both. 19 

Except as provided in existing laws, this provision shall not take 20 
effect until sixty days after the passage of this Act. 21 

Sec. 28. The stockholders of every national banking association 22 
shall be held individually responsible for all contracts, debts, and 28 
engagements of such association, each to the amount of his stock 24 
therein, at the par value thereof in addition to the amount invested 25 
in such stock. The stockholders in any national banking association 26 
who shall have transferred their shares or registered the transfer 27 
thereof within sixtv days next before the date of the failure of such 28 
association to meet its obligations, or with knowledge of such im- 29 
pending failure, shall be liable to the same extent as if they had made 80 
no such transfer, to the extent that the subsequent transferee fails to 81 
meet such liability; but this provision shall not be construed to 82 
affect in any way any recourse which such shareholders might other- 88 
wise have against those in wtyose names such shares are registered at 84 
the time of such failure. 85 

LOANS ON FARM LAND8 86 

Sec. 24. Any national banking association not situated in a central 87 
reserve city may make loans secured by improved and unencum- 88 
bered farm land, situated within its Federal reserve district, but 89 
no such loan shall be made for a longer time than five years, nor 40 
for an amount exceeding fifty per centum of the actual value of the 41 
property offered as security. Any such bank may make such loans 42 
in an aggregate sum equal to twenty-five per centum of its capital 48 
and surplus or to one-third of its time deposits and such banks may 44 
continue hereafter as heretofore to receive time deposits and to pay 45 
interest on the same. 46 

The Federal Reserve Board shall have power from time to time to 47 
add to the list of cities in which national banks shall not be permitted 48 
to make loans secured upon real estate in the manner described in 49 
this section. 50 
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1 FOREIGN BRANCHB8 

2 Sec. 25. . Any national banking association possessing a capital and 
9 surplus of $1,000,000 or more may file application with the Federal 

4 Reserve Board, upon such conditions and under such regulations as 

5 may be prescribed by the said board, for the purpose of securing 

6 authority to establish branches in foreign countries or dependencies 

7 of the United States for the furtherance of the foreign commerce of 

8 the United States, and to act, if required to do so, as fiscal agents of 

9 the United States. Such application shall specify, in addition to the 

10 name and capital of the banking association filing it, the place or 

11 places where the banking operations proposed are to be carried on, 

12 and the amount of capital set aside for the conduct of its foreign 
18 business. The Federal Reserve Board shall have power to approve 

14 or to reject such application if, in its judgment, the amount of cap- 

15 ital proposed to be set aside for the conduct of foreign business is 

16 inadequate, or if for other reasons the granting of such application 

17 is deemed inexpedient. 

18 Every national banking association which shall receive authority 

19 to establish foreign branches shall be required at all times to furnish 

20 information concerning the condition of such branches to the Comp- 

21 troller of the Currency upon demand, and the Federal Reserve Board 

22 may order special examinations of the said foreign branches at such 
28 time or times as it may deem best. Every such national banking 

24 association shall conduct the accounts of each foreign branch 

25 independently of the accounts of other foreign branches established 

26 by it and of its home office, and shall at the end of each fiscal period 

27 transfer to its general ledger the profit or loss accruing at each branch 

28 as a separate item. 

29 Sec. 26. All provisions of law inconsistent with or superseded by any 

80 of the provisions of this Act are to that extent and to that extent only 

81 hereby repealed: Provided, Nothing in this Act contained shall be con- 

82 strned to repeal the parity provision or provisions contained in an 
88 Act approved March fourteenth, nineteen hundred entitled "An 

84 Act to define and ^x the standard of value, to maintain the parity 

85 of all forms of money issued or coined by the United States, to 

86 refund the public debt, and for other purposes," and the Secretary of 

87 the Treasury may for the purpose of maintaining such parity and to 

88 strengthen the gold reserve, borrow gold on the security of United 

89 States bonds authorized by section two of the Act last referred to 

40 or for one-year gold notes bearing interest at a rate of not to exceed 

41 three per centum per annum, or sell the same if necessary to obtain 

42 gold. When the funds of the Treasury on hand justify, he may 
48 purchase and retire such outstanding bonds and notes. 

44 Sec. 27 10 . The provisions of the Act 11 of May thirtieth, nineteen 

45 hundred and eight, authorising national currency associations, the 

46 issue of additional national-bank circulation, and creating a National 

47 Monetary Commission, which expires by limitation under the terms 

48 of such Act on the thirtieth day of June, nineteen hundred and four- 

49 teen, are hereby extended to June thirtieth, nineteen hundred and 

50 fifteen, and sections fifty-one hundred and fifty-three, fifty-one 

51 hundred and seventy-two, fifty-one hundred and ninety-one, and 

52 fifty-two hundred and fourteen of the Revised Statutes of the United 
58 States, which were amended by the Act of May thirtieth, nineteen 
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hundred and eight, are hereby reenacted to read as such sections 1 

read prior to May thirtieth, nineteen hundred and eight, subject to 2 

such amendments or modifications as are prescribed in this Act: $ 

Provided, however, That section nine of the Act first referred to in 4 

this section is hereby amended so as to change the tax rates fixed 5 

in said Act by making the portion applicable thereto read as follows : 6 

National banking associations having circulating notes secured 7 

otherwise than by bonds of the United States, shall pay for the first 8 

three months a tax at the rate of three per centum per annum upon 9 

the average amount of such of their notes in circulation as are based 10 

upon the deposit of such securities, and afterwards an additional tax 11 

rate of one-hajf of one per centum per annum for each month until a 12 

tax of six per centum per annum is reached, and thereafter such tax 18 

of six per centum per annum upon the average amount of such 14 

notes. 15 

Sec. 28. Section fifty-one hundred and forty-three of the Revised 16 

Statutes is hereby amended and reenacted to read as follows: Any 17 

association formed under this title may, by the vote of shareholders 18 

owning two-thirds of its capital stock, reduce its capital to any sum 19 

not below the amount required by this title to authorize the forma- 20 

tion of associations; but no such reduction shall be allowable which 21 

will reduce the capital of the association below the amount required 22 

for its outstanding circulation, nor shall any reduction be made until 28 

the amount of the proposed reduction has been reported to the Comp- 24 

troller of the Currency and such reduction has been approved by the 25 

said Comptroller of the Currency and by the Federal Reserve Board, 26 

or by the organization committee pending the organization of the 27 

Federal Reserve Board. 28 

Sec. 29. If any clause, sentence, paragraph, or part of this Act 29 

shall for any reason be adjudged by any court of competent juris- 80 

diction to be invalid, such judgment shall not affect, impair, or 81 

invalidate the remainder of this Act, but shall be confined in its 82 

operation to the clause, sentence, paragraph, or part thereof directly 88 

involved in the controversy in which such judgment shall have been 84 

rendered. 85 

Sec. 80. The right to amend, alter, or repeal this Act is hereby 86 

expressly reserved. 87 

Approved, December 28, 1918. 88 



iSo in original; no prior number. 

2S0 in original. 

•The reference to section SO is evidently an error; it should be section 19. 

4Thfe section is amended by the Act of March 3, 1915. 

»The words "reserve or" were stricken out by the Act of August 15, 1914. See 
line 19, section 19. 

6The word "fourteen" was changed to "thirteen" by Act of August 15, 1914. 
See line 35, section 19. 

t Words **or permitted" were added after the word "required" by Act of 
August 15, 1914. See line 37, section 19. 

»The words "or with a national bank" were added by Act of August 15, 1914. 
See line 39, section 19. 

t»The words "or national bank" were added by Act of August 15, 1914. See 
line 41, section 19. 

io Amended August 4, 1914. 

"This is the Aldrich-Vreeland Act 
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THE ACT OF AUGUST 4, 191 4 1 

[Public — No. 168 — 68d Congress] 

[S. 6199] 

AN ACT To amend section twenty-seven of an act approved December 
twenty-third, nineteen hundred and thirteen, and known as the Federal 
Reserve Act 

1 Be it enacted by the Senate and House of Representatives of the 

2 United States of America in Congress assembled, That section twen- 
8 ty-seven of the Act approved December twenty-third, nineteen hun- 

4 dred and thirteen, known as the Federal Reserve Act, is hereby 

5 amended and reenacted to read as follows: 

• 6 "Sec. 27. The provisions of the Act of May thirtieth, nineteen 

7 hundred and eight, authorizing national currency associations, the 

8 issue of additional national-bank circulation, and creating a National 

9 Monetary Commission, which expires by limitation under the terms 

10 of such Act on the thirtieth day of June, nineteen hundred and 

11 fourteen, are hereby extended to June thirtieth, nineteen hundred 

12 and fifteen, and sections fifty-one hundred and fifty-three, fifty-one 

18 hundred and seventy-two, fifty-one hundred and ninety-one, and 

14 fifty-two hundred and fourteen of the Revised Statutes of the United 

15 States, which were amended by the Act of May thirtieth, nineteen 

16 hundred and eight, are hereby reenacted to read as such sections 

17 read prior to May thirtieth, nineteen hundred and eight, subject to 
18* such amendments or modifications as are prescribed in this Act: 

19 Provided, however, That section nine of the Act first referred to in 

20 this section is hereby amended so as to change the tax rates fixed in 

21 said Act by making the portion applicable thereto read as follows: 

22 "National banking associations having circulating notes secured 
28 otherwise than by bonds of the United States, shall pay for the first 

24 three months a tax at the rate of three per centum per annum upon 

25 the average amount of such of their notes in circulation as are based 

26 upon the deposit of such securities, and afterwards an additional 

27 tax rate of one-half of one per centum per annum for each month 

28 until a tax of six per centum per annum is reached, and thereafter 

29 such tax of six per centum per annum upon the average amount of 

80 such notes: [Provided, further, That whenever in his judgment he 

81 may deem it desirable, the Secretary of the Treasury shall have 

82 Power to suspend the limitations imposed by section one and section 
88 three of the Act referred to in this section, which prescribe that such 

84 additional circulation secured otherwise than by bonds of the United 

85 States shall be issued only to National banks having circulating 
S6 notes outstanding secured by the deposit of bonds of the United 

87 States to an amount not less than forty per centum of the capital 

88 stock of such banks, and to suspend also the conditions and limita- 

89 tions of section five of said Act except that no bank shall be per- 

40 mitted to issue circulating notes in excess of one hundred and twenty- 

41 five per centum of its unimpaired capital and surplus. He shall 

42 require each bank and currency association to maintain on deposit 
48 in the Treasury of the United States a sum in gold sufficient in his 
44 judgment for the redemption of such notes, but in no event less than 
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five per centum. He may permit National banks, during the period 1 

for which such provisions are suspended, to issue additional circula- 9 

tion under the terms and conditions of the Act referred to as herein $ 

amended: Provided, further, That^the Secretary of the Treasury, in 4 

his discretion, is further authorized to extend the benefits of this 5 

Act to all qualified State banks and trust companies, which have 6 

joined the Federal reserve system, or which may contract to join 7 

within fifteen days after the passage of this Act."] 8 

Approved, August 4, 1914. 9 



iThis measure was known as tbe "Glass bill." It amends the Federal Reserve 
Act so as to permit the issuing of emergency currency to the amount of about 
$1,000,000,000 in excess of that now in circulation. The Aldrich-Vreeland Act 
(adopted May 30, 1906) and which expired June SO, 1914, is extended by this 
amendment to June SO, 1915. The new matter is to be found in brackets. 
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THE ACT OF AUGUST 15, 1914 1 
[Public — No. 171 — 68d Congress] 

[S. 4966] 

An Act Proposing an amendment to section nineteen of the Federal Reserve 
Act relating to reserves, and for other purposes. 

1 Be it enacted by the Senate and House of Representative* of the 

2 United States of America in Congress assembled, That section nine- 
8 teen, sub-sections (b) and (c) of the Act approved December twen- 

4 ty-third, nineteen hundred and thirteen, known as the Federal reserve 

5 Act, be amended and reenacted so as to read as follows: 

6 " (b) A bank in a reserve city, as now or hereafter defined, shall hold 

7 and maintain reserves equal to fifteen per centum of the aggregate 

8 amount of its demand deposits and five per centum of its time deposits, 

9 as follows: 

10 "In its vaults for a period of thirty-six months after said date, six- 

11 fifteenths thereof, and permanently thereafter five-fifteenths. 

12 "In the Federal reserve bank of its district for a period of twelve 
18 months after the date aforesaid, at least three-fifteenths, and for each 

14 succeeding six months an additional one-fifteenth, until six-fifteenths 

15 have been so deposited, which shall be the amount permanently 

16 required. 

17 "For a period of thirty-six months after said date the balance of the 

18 reserves may be held in its own vaults, or in the Federal reserve bank, 

19 or in national banks in 2 central reserve cities, as now defined 1>y law. 

20 "After said thirty-six months' period all of said reserves, except 

21 those hereinbefore required to be held permanently in the vaults of 

22 the member bank and in the Federal reserve bank, shall be held in 
28 its vaults or in the Federal reserve bank or in both, at the option of 

24 the member bank. 

25 "(c) A bank in a central reserve city, as now or hereafter defined, 

26 shall hold and maintain a reserve equal to eighteen per centum of the 

27 aggregate amount of its demand deposits and five per centum of its 

28 time deposits, as follows: 

29 "In its vaults, six-eighteenths thereof. 

80 "In the Federal reserve bank, seven-eighteenths. 

81 "The balance of said reserves shall be held in its own vaults or in 

82 the Federal reserve bank, at its option. 

88 "Any Federal reserve bank may receive from the member banks as 

84 reserves not exceeding one-half of each installment, eligible paper as 

85 described in. section thirteen 8 properly indorsed and acceptable to the 
S6 said reserve bank. 

87 "If a State bank or trust company is required [or permitted] by the 

88 law of its State to keep its reserves either in its own vaults or with 

89 another State bank or trust company [or with a national bank,] such 

40 reserve deposits so kept in such State bank, trust company, [or 

41 national bank] shall be construed within the meaning of this section 

42 as if they were reserve deposits in a national bank in" a reserve or 
48 central reserve city for a period of three years after the Secretary of 

44 the Treasury shall have officially announced the establishment of a 

45 Federal reserve bank in the district in which such State bank or trust 
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company is situate. Except as thus provided, no member bank shall 1 
keep on deposit with any nonmember bank a sum in excess of ten 9 
per centum of its own paid-up capital and surplus. No member 2 
bank shall act as the medium or agent of a nonmember bank in 4 
applying for or receiving discounts from a Federal reserve bank 5 
under the provisions of this Act except by permission of the Federal 6 
Reserve Board. 7 

"The reserve carried by a member bank with a Federal reserve 8 
bank may, under the regulations and subject to such penalties as 9 
may be prescribed by the Federal Reserve Board, be checked against 10 
and withdrawn by such member bank for the purpose of meeting 11 
existing liabilities: Provided, however, That no bank shall at any 19 
time make new loans or shall pay any dividends unless and until the 18 
total reserve required by law is fully restored. 14 

"In estimating the reserves required by this Act, the net balance 15 
of amounts due to and from other banks shall be taken as the basis 16 
for ascertaining the bank deposits against which reserves shall be 17 
determined. Balances in reserve banks due to member banks shall, 18 
to the extent herein provided, be counted as reserves. 19 

"National banks located in Alaska or outside the continental 90 
United States may remain nonmember banks, and shall in that event 21 
maintain reserves and comply with all the conditions now provided 29 
by law regulating them; or said banks, except in the Philippine 98 
Islands, may, with the consent of the Reserve Board, become member 24 
banks of any one of the reserve districts, and shall, in that event, take 25 
stock, maintain reserves, and be subject to all the other provisions of 26 
this Act" 97 

Approved, August 15, 1914. 28 



iTbe new matter is to be found in brackets. 

2 Words "reserve or" contained in original section 19 omitted. Consult line 37, 
section 19. 

•Word "fourteen" in original section 19 changed to "thirteen." Consult line 1, 
section 19. 
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THE ACT OF MARCH 8, 191 5 1 

[Public — No. 281 — 68n Congress] 
[H. R. 15038] 

AN ACT Proposing an amendment to the Federal Reserve Act relative to 
acceptances, and for other purposes. 

1 Be it enacted by the Senate and House of Representatives of the 

2 United States of America in Congress assembled, That section thir- 
8 teen, paragraphs three, four, and five, of the Act approved December 

4 twenty-third, nineteen hundred and thirteen, known as the Federal 

5 Reserve Act, be amended and reenacted so as to read as follows: 

6 "Any Federal reserve bank may discount acceptances which are 

7 based on the importation or exportation of goods and which have a 

8 maturity at time of discount of not more than three months and 

9 indorsed by at least one member bank. The amount of acceptances 

10 so discounted shall at no time exceed one-half the paid up [and 

11 unimpaired] capital stock and surplus of the bank for which the 

12 rediscounts are made, [except by authority of the Federal Reserve 
18 Board, under such general regulations as said board may prescribe, 

14 but not to exceed the capital stock and surplus of such bank.] 

15 "The aggregate of such notes and bills bearing the signature or 

16 indorsement of any one person, company, firm, or corporation redis- 

17 counted for any one bank shall at no time exceed ten per centum of 

18 the unimpaired capital and surplus of said bank; but this restriction 

19 shall not apply to the discount of bills of exchange drawn in good 

20 faith against actually existing values. 

21 "Any member bank may accept drafts or bills of exchange drawn 

22 upon it and growing out of transactions involving the importation 
28 or exportation of goods having not more than six months' sight to 

24 run; but no bank shall accept such bills to an amount equal at any 

25 time in the aggregate to more than one-half of its paid-up [and un- 

26 impaired] capital stock and surplus, [except by authority of the Fed- 

27 eral Reserve Board, under such general regulations as said board may 

28 prescribe; but not to exceed the capital stock and surplus of such 

29 bank, and such regulations shall apply to all banks alike regardless 

80 of the amount of capital stock and surplus."] 

81 Approved, March 8, 1915. 



iThe new matter is to be found in brackets. 
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SCHEDULE OF SECTIONS OF THE NATIONAL BANK ACT 

AND AMENDATORY ACTS AFFECTED BY THE 

FEDERAL RESERVE ACT 
(See footnotes) 

National Bank Act Affected by . Federal Reserve Act 

Section 5148 1 amended by Section 28 

5158 1 amended by " 27 

5154 1 amended by " 8 

5159 1 modified 2 by " 17 

5160 modified 2 by " 17 

5167 modified 2 by " 17 

5172 1 amended by " 27 

5178 modified 2 by " 17 

5191 1 amended by " 19 

5192 modified 2 by " 19 

5198 1 modified 2 by " 9 

5200 1 modified 2 by " 9 

5201 1 modified 2 by " 9 

5202 1 amended by " 18 

5208 1 modified 2 by Sections 9-17 

5209 1 modified 2 by Section 

521 1 1 amended by 

5212 1 modified 2 by 

5218 1 modified 2 by 

5214 1 amended by 

5240 1 amended by 
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2 repealed or modified 2 by ... . Section 

8 repealed or modified 2 by ... . " 

4 modified 2 bv " 
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Act op July 12, 1882 
modified 2 by Section 

Act of May 80, 1908 

9 modified 2 by Section 

11 amended 2 by 

14 modified 2 by 

15 modified 2 bv 

» 

19 modified 2 bv 

20 modified 2 by 



9 
9 
9 
9 
27 
21 



20 
20 
17 



17 

27 
27 
27 
27 
16 
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i Consult the Introduction to Paine's National Banking Laws, pp. 12-15. 

2 The word "modified" used above means alteration in some substantial way 
and also means that this section of the National Bank Act has been affected by 
amending acts, which amending acts are affected by the Federal Reserve Act. 
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It may be added that the method employed by the authors of Federal 
laws affecting banks and banking should be changed. The method in 
use by the Legislature of the State of New York is preferable. In that 
State when a statute is changed the following language is employed: 
"This section is amended so as to read as follows." Instances occur in 
which a section of the National Bank Act has been amended by part of 
an amending act, and later the Federal Reserve Act amended or com- 
pletely did away with that part of that amending act; but direct refer- 
ence is not made in the last-named statute. 

A phase is shown by section 2 of the act of June 20, 1874, which is 
affected by section 20 of the Federal Reserve Act. In the National 
Bank Act, its amendments, and the Federal Reserve Act, the examiner 
has to read section 2 of act of June 20, 1874, then read United States 
Revised Statutes, sections 5191 and 5192, and subsequently read section 
20 of Federal Reserve Act. Upon reading section 20 of Federal Re- 
serve Act, it is found that "so much of" certain sections as have a cer- 
tain purpose "is hereby repealed." In section 21 of the Federal Reserve 
Act, amending section 5240 of United States Revised Statutes, the New 
York method is adopted. 



SUMMARY OF AMENDMENTS 

The following summary of amendments to the United 
States Statutes is given in detail because of their excep- 
tional importance: 

Section 8 of the Federal Reserve Act changes the pro- 
vision in section 5154 of the United States Revised Statutes 
for conversion of "any bank incorporated by any special 
law of any State or of the United States, or organized 
under any general laws of any State or of the United 
States," into a National bank by reducing stockholders' 
vote from two-thirds to 51 per cent, of the capital stock. It 
also enacted that the converted bank shall be subject to the 
duties prescribed by the Federal Reserve Act as well as by 
the National bank laws. It omits the provision in said sec- 
tion 5154 that any State bank which is a stockholder in any 
other bank by authority of State laws may continue to hold 
its stock after conversion, although either bank or both may 
be organized under the provisions of the statute relating to 
National banks. [Line 1, section 8.] 

Section 324 of the United States Revised Statutes cre- 
ated a bureau of the Treasury Department charged with 
the execution of all laws relating to the issue and regula- 
tion of National currency secured by United States bonds. 
The amendment in section 10 of the Federal Reserve Act 
provides that the bureau shall also be charged with the ex- 
ecution of all laws relating to the Federal reserve notes 
under the general supervision of the Federal Reserve 
Board. [Line 28, section 10.] 

Section 5202 of the United States Revised Statutes en- 
acted four exceptions to the rule that the indebtedness of a 
National bank shall not exceed its paid-in and undiminished 
capital stock. Section 13 of the Federal Reserve Act adds 

38 
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another exception, viz.: Liabilities incurred under the pro- 
visions of the Federal Reserve Act. [Line 1, section 13.] 

Section 5240 of the United States Revised Statutes en- 
acted a fixed rate of compensation for National bank exam- 
iners to be assessed by the comptroller upon and paid by 
the banks examined, in all places, except (a) in the redemp- 
tion cities specified in section 5192, United States Revised 
Statutes; (b) in Oregon, California and Nevada and in the 
territories. In the places named in (a) and (b) the exam- 
iners 'received such compensation as was fixed by the Secre- 
tary of the Treasury upon recommendation of the comp- 
troller, the same to be assessed and paid in the manner here- 
inbefore provided. Section 21 of the Federal Reserve Act 
changes section 5240 by authorizing the reserve board (a) 
to fix salaries of all bank examiners upon recommendation 
of the Comptroller of Currency, the expense of the exam- 
inations to be assessed by the comptroller upon the banks 
examined in proportion to assets or resources held by the 
banks upon the dates of examination of the various banks; 
(6) to accept examination of State banks and trust com- 
panies by the State authorities; (c) to order special exami- 
nations of State banks and trust companies that are stock- 
holders in any federal reserve bank; (d) to examine each 
federal reserve bank at least once each year; (e) to order 
special examination of any federal reserve bank upon a 
joint application of ten member banks; (/) to approve spe- 
cial examinations of member banks by federal reserve banks. 
Section 21 of the Federal Reserve Act amended section 
5240 of the United States Revised Statutes by enacting 
that "the Comptroller of the Currency, with the approval 
of the Secretary of the Treasury, shall appoint examiners 
who shall examine every member bank at least twice in each 
calendar year and oftener if considered necessary." [Line 
57, section 24.] 

Section 5153 of the United States Revised Statutes, 
which was amended by the Act of May 30, 1908, is reenacted 
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to read as such section read prior to May 30, 1908, subject 
to the amendments prescribed in this act. That provision 
was not in so many words amended by the Act of May 80, 
1908. It was amended bv section 3 of the Act of March 4, 
1907, by providing that the Secretary of the Treasury shall 
make a public^statement, on or before January 1 of each 
year, of the amount of securities other than United States 
bonds accepted by him against deposits of public moneys in 
national bank depositories. The Act of March 4, 1907, sec- 
tion 3, also provided that the secretary shall distribute de- 
posits of public moneys, as far as practicable, equitably be- 
tween the different States and sections. Section 15 of the 
Act of May 30, 1908, however, by implication amended 
section 5153 by providing that all National banks desig- 
nated as depositories of public money shall pay interest 
upon such deposits at such rate as may be prescribed by the 
Secretary of the Treasury, "not less, however, than one per 
cent, per annum upon the average monthly interest," etc. 
[Line 53, section 27.] 

Section 5172 of the United States Revised Statutes, by 
Act of May 30, 1908, is reenacted to read as such section 
read prior to May 30, 1908, subject to such amendments as 
are enacted in this statute. That provision is to the effect 
that National bank notes shall express upon their face that 
they are secured by United States bonds. Section 11 of the 
Act of May 30, 1908, prescribed that National bank notes 
shall state upon their face that they are secured by United 
States bonds or other securities. [Line 53, section 27.] 

Section 5191 of the United States Revised Statutes, 
which was amended by the Act of May 30, 1908, is reenact- 
ed to read as such section read prior to that date, subject to 
the modifications mentioned in the Federal Reserve Act. 
[Line 53, section 27.] 

Section 5214 of the United States Revised Statutes fixes 
a tax upon National bank notes of one-half of one per cent, 
each half year upon the average amount of such notes in cir- 
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culation. Section 13 of the Act of March 14, 1900, reduces 
this tax to one-fourth of one per cent, each half year upon 
the average amount of such notes in circulation as are based 
upon the deposit of United States bonds bearing interest 
at the rate of two per cent, per annum issued under the 
provisions of said act. The Act of December 21, 1905, ex- 
tended similar privileges to National bank notes secured by 
United States two per cent. Panama bonds. Section 9 of 
the Act of May 30, 1908, also amended said section 5214, 
as amended, by giving the benefit of the lower tax rate to 
National bank notes secured by Panama two per cent, 
bonds. [Line 53, section 27.] 

Section 9 of the Act of May 30, 1908, changed the tax 
rates upon additional circulation. That amendment provid- 
ed that National banks having circulating notes secured 
otherwise than by bonds of the United States shall pay a 
tax, upon the average amount in circulation, of five per 
cent, per annum for the first month, and afterwards an ad- 
ditional tax of one per cent, per annum for each month 
until a tax of ten per cent, is reached and thereafter ten per 
cent. Section 27 of the Federal Reserve Act reduces this 
tax to three per cent, per annum for the first three months 
and afterwards an additional tax rate of one-half of one per 
cent, per annum for each month until a tax of six per cent, 
is reached and thereafter a tax of six per cent. [Line 5, 
section 27.] 

Section 5143 of the United States Revised Statutes pro- 
vided that National banks may reduce their capital stock 
with the approval of the comptroller. Section 28 of the 
Federal Reserve Act reenacts and amends that section. It 
specifies that such reduction must also be approved by the 
Reserve Bank Organization Committee, pending the organ- 
ization of the Federal Reserve Board, and after said organ- 
ization, by the Federal Reserve Board. [Line 17, sec- 
tion 28.] 

Section 27 of the Federal Reserve Act amended section 
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9 of the Act of May 30, 1908, by reducing the tax rate on 
the additional circulation. The statute enacted August 4, 
1914, also amended section 29 by authorizing the Secretary 
of the Treasury to suspend the limitations in the Act of 
May 30, 1908, (a) limiting the privilege of issuing addi- 
tional circulation to national banks having circulating notes 
secured by United States bonds outstanding to an amount 
not less than forty per cent, of their capital stock; (6) limit- 
ing total amount of circulating notes outstanding including 
those secured bv United States bonds, to a sum not exceed- 
ing their unimpaired capital and surplus; (c) limiting total 
issue to five hundred millions of dollars. The law adopted 
August 4, 1914, also enacts that no bank shall issue circu- 
lating notes in excess of 125 per cent, of its unim- 
paired capital and surplus; also, for a gold redemption 
fund, not less than five per cent., to be maintained in the 
Treasury by each bank and currency association; for issue 
of additional currency during the period "for which such 
provisions are suspended" and for extending benefits of Act 
of May 30, 1908, to all qualified State banks and trust com- 
panies "which have joined the Federal Reserve System or 
which may contract to join within fifteen days after the 
passage of this act." [Line 4, section 27.] 

The civil service statute, enacted January 16, 1883, does 
not apply to appointment of attorneys, or other employees 
of the Federal Reserve Board. [Line 1, section 11.] 

Certain sections of the United States Revised Statutes 
amended by Act of May 30, 1908, were reenacted to read 
as they read prior to May 30, 1908. [Line 3, section 27.] 



ANALYSIS OF THE FEDERAL RESERVE ACT 

i 

The preceding summary shows that the Federal Reserve 
Act materially amends the National Bank Act. 1 The fol- 
lowing analysis demonstrates that the new law provides for 
the reformation of the currency system, the mobilizing of 
the banking reserve of the United States, the utilization of 
the discounted paper of the banks as a basis for loans and 
for the issuance of circulating notes. It abolishes the sys- 
tem of paying National bank examiners by fee. Section 21, 
amended section 5240 of the United States Revised Stat- 
utes to such an extent that opportunities for more thorough 
examinations obtain to a material degree and it is hoped 
that National bank failures will be almost wholly eliminated. 

It creates a system of bank acceptances and an open 
market for commercial paper, which aids the bankers of the 
United States in facilitating to much greater degree than 
heretofore international trade. It likewise provides means 
whereby a bank may convert its assets readily into cash and 
the necessity for larger reserves which has heretofore ob- 
tained no longer exists. 

Under the new statute, National banks may create 
branches in foreign countries. It is already manifest that 
such branch banks have materially helped in expanding our 
foreign commerce. 

Section 24 of the new law enables National banks, under 
certain conditions, to make loans on improved and unen- 
cumbered farm land. 

The statute mentioned creates a discount system where- 
by banks are given the opportunity to convert assets into 
currency by rediscounting commercial paper having not 
more than three months to run and which has been taken by 
the bank in the ordinary course of its business. 

41 
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It removes, so far as borrowing money from a federal 
reserve bank is concerned, the limitation which prevented a 
National bank from borrowing a sum in excess of one hun- 
dred per cent, of its capital. It controls the indirect tax 
imposed by reason of collection charges on checks and inau- 
gurates a new system whereby the old plan in accordance 
with which manv millions of dollars were heretofore carried 
in the mails, will be eliminated. 

The new law mobilizes the bank reserves in the twelve 
federal reserve districts hereinafter mentioned. In this 
way these funds are available for member banks of each dis- 
trict; the surplus moneys of one district may be available 
for the necessities of other districts. 

It supplies a -circulating medium absolutely safe to meet 
the periodical demands for additional currency. The com- 
mercial crises known as the panics of 1873, 1893, 1907 and 
the like would seem hereafter to be impossible. 

Twelve cities, known as federal reserve cities, are estab- 
lished, and the continental United States is divided into 
twelve geographical districts, each district containing one 
such reserve city. 

The largest district, in respect to number of member 
banks — the seventh or Chicago district — has 984 member 
banks. The smallest district — the sixth or Atlanta district 
— has 372 member banks. The number of member banks 
mav increase from the addition of State banks and trust 
companies as member banks. 

Each member bank is required to subscribe to the stock 
of the federal reserve bank of its district in an amount 
equal to six per cent, of its paid-up capital stock and sur- 
plus. The federal reserve bank may be described as a bank 
of banks. It is made a depositary for a certain proportion 
of the reserve of all the member banks, and in addition 
may also be a depositary for Government funds. It pos- 
sesses an exceptionally important power as a bank of 
issue and redemption of currency, because it may secure 
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from the Treasury Government notes known as federal 
reserve notes, which it is authorized to issue against com- 
mercial paper with a minimum gold reserve of forty per 
cent. These banks are granted certain powers in the matter 
of operations in the open market, such as the purchase of 
commercial paper and foreign exchange, as well as to act as 
clearing houses between their member banks, etc. 

Each federal reserve bank has nine directors, three of 
whom represent the member banks, three represent indus- 
trial pursuits (these six* being chosen by the member banks), 
together with three Government directors chosen by the 
Federal Reserve Board. These nine directors appoint all 
necessary officers, including the governor of the bank. 

Under the statute the whole system is under the super- 
vision of a central organization in Washington, known as 
the Federal Reserve Board. That board is composed of 
five members named by the President with the approval of 
the Senate, together with the Secretary of the Treasury and 
the Comptroller of the Currency, making a total of seven 
members. At the end of the term of office of the five mem- 
bers appointed by the President, all subsequent appointees 
will be named for ten-year terms, except those who may be 
selected to fill unexpired terms. December 28, 1913, the 
Federal Reserve Act came into existence and August 10, 
1914, the board was inaugurated. 

The sections of the Federal Reserve Act may be ana- 
lysed as follows : 

Section 1. Title and Definitions 

(a) Short title to be the "Federal Reserve Act." 

(b) Definitions of the words "bank," "national bank," 
"national banking association," "member bank," "board," 
"district" and "reserve bank." 

a 

Section 2. Federal Reserve Districts 
(a) Organization committee formed of Secretary of 
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Treasury, Secretary of Agriculture and Comptroller of 
Currency. 

(b) To designate not less than eight nor more than 
twelve federal reserve cities and to divide the continental 
United States, excluding Alaska, into districts, each district 
to contain only one of such cities. 

(c) Districts not necessarily coterminous with a State 
and may be readjusted. 

(d) Districts designated by number. 

(e) Each district to have a federal reserve city desig- 
nated by organization committee. 

(f ) Majority of the committee to be a quorum. 

(g) Organization committee may employ counsel and 
expert aid. 

(h) Regulations to be prescribed. 

(i) All National banks required to become members 
and must signify in writing their acceptance of the act 
within sixty days. 

(j) Otherwise they cease to act as reserve agent upon 
thirty days' notice; such notice to be given within the dis- 
cretion of organization committee or of Federal Reserve 
Board. 

(k) After thirty days' notice from organization com- 
mittee, National banks required to subscribe to capital stock 
of federal reserve bank. 

(1) Of such subscriptions one-sixth payable on call, 
one-sixth within three months, one-sixth within six months, 
the remainder may be called when deemed necessary by the 
Federal Reserve Board. 

(m) Payments to be in gold or gold certificates. 

(n) Shareholders individually responsible, equally and 
ratably, not one for another, in connection with all con- 
tracts. 

(o) Franchise of National bank forfeited within one 
year, provided it fails to become a member bank. 

(p) Violation of this act to be adjudged by United 
States courts. 
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(q) No individual co-partnership or corporation per- 
mitted to subscribe for more than twenty-five thousand dol- 
lars par value of stock in any federal reserve bank. 

(r) No one permitted to hold at any time more than 
this sum. 

(s) Such stock is to be known as public stock. 

(t) Organization committee may allot the United 
States stock, provided the total subscription is insufficient 
to provide for amount of capital required. 

(u) A voting power not given to other than banks. 

(v) The reserve board to control transfer of stock. 

(w) Four million dollars capital to be subscribed 
before federal reserve bank can commence business. 

Section 8. Branch Offices 

(a) Branches may be established within the district by 
federal reserve bank in which it is located. 

(b) Directors to have same qualifications as directors 
of federal reserve banks. 

(c) Four directors to be selected by the bank and three 
by the board. 

(d) One director to be manager. 

Section 4. Federal Reserve Banks 

(a) Five banks in a district may make application for 
a reserve bank. 

(b) Organization certificate to be acknowledged. 

(c) Such reserve bank has power to use a corporate 
seal and to have twenty years succession. 

(d) Also has power to make contracts and to appoint 
officers. 

(e) To have entity in any court. 

(f ) To deposit Government bonds and receive circu- 
lating notes for the same. 

(g) To exercise other specific powers. 

(h) Directors to consist of nine members, holding 
office for three years and divided into three classes, A, B 
and C. 
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(i) Members of first two classes elected by bank 
electors. 

(j) Members of Class C elected by Federal Reserve 
Board and must be residents of the district. 

(k) Member of Congress not to be member of reserve 
board or officer of reserve bank. 

(1) Chairman of board to be known as "federal re- 
serve agent" and have tested banking experience. 

(m) Three directors to retire each year. Term of 
office subsequently to be three years. 

Section 5. Stock Issues; Increase and Decrease of 

Capital 

(a) Shares one hundred dollars each. 

(b) Stock may be increased or decreased. 

(c) Federal reserve banks shares held by member 
banks not to be hypothecated or transferred, 

(d) When member bank increases its capital stock or 
surplus, it must subscribe for additional amount of capital 
stock equal to six per cent, of the increase. 

(e) When a bank applies for stock it must subscribe 
for an amount equal to six per cent, of the paid-up capital 
stock and surplus of the applicant at par, plus one-half of 
one per cent, a month since last dividend. 

Section 6. Insolvent Banks 

(a) Stock of failed member bank to be cancelled. 

(b) Cash paid subscriptions of stock applied to debts 
due federal reserve banks; balance to be paid receiver. 

(c) Whenever capital stock of federal reserve bank 
reduced, directors to notify Comptroller of the Currency. 

Section 7. Division of Earnings 

(a) Stockholders to receive six per cent, cumulative 
dividend excepting expenses. 

(b) All net earnings to belong to the United States 
except one-half of earnings remaining to be paid into a sur- 
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plus fund until it amounts to forty per cent, of paid-in 
capital stock of reserve bank. 

(c) Net earnings derived by the United States may 
be used to supplement gold reserve or to reduce the bonded 
indebtedness. 

(d) Federal, State and local taxes not to be levied 
upon reserve banks. 

(e) Not exempt from taxes upon realty. 

Section 8. Amendment 

(a) Amendment of section 5154, U. S. R. S., slightly 
modifies the law as to conversion of State banks to the Na- 
tional banking system. 

(b) The former statute required authority from share- 
holders to represent two-thirds of the stock. The new law 
requires a vote representing but fifty-one per cent, of the 
stock. (Introduction, Paine's National Banking Laws, p. 
18.) 

Section 9. State Banks as Members 

(a) State banks and trust companies may become 
members. 

(b) They may retain State charters by applying to 
the Federal Reserve Board for membership. 

(c) They must have a paid-up capital equal to Na- 
tional banks and must comply with requirements contained 
in Sections 5198, 5200, 5201, 5208, 5209, 5211, 5212, 5218, 
U. o. R. o. 

(d) Federal Reserve Board has the power to suspend 
or restore to membership upon due proof of compliance 
with conditions. 

Section 10. Federal Reserve Board 

(a) Board created of seven members; Secretary of 
Treasury, Comptroller of Currency and five others ap- 
pointed by President with consent of Senate. 
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(b) Appointees to represent the country commercially, 
industrially and geographically. 

(c) The five named to give entire time to their duties 
and each receive yearly salary of $12,000. 

(d) Comptroller to receive $7,000 in addition to his 
present salary. 

(e) Secretary and Assistant Secretary of Treasury 
and comptroller not permitted for two years after retiring 
to take office with a member bank. 

Section 11. Powers of Federal Reserve Board 

(a) Board is empowered as follows: 

(b) To examine the accounts, books and affairs of 
each federal reserve bank and of each member bank. 

(c) To require such statements and reports as board * 
may deem necessary. 

(d) To publish once each week a statement showing 
the condition of each federal reserve bank and a consoli- 
dated statement for all federal reserve banks. 

(e) To permit or require one reserve bank to redis- 
count for another reserve bank. 

(f ) To suspend for a period not exceeding thirty days 
the reserve requirements. 

(g) To establish graduated tax when gold reserve is 
less than forty per cent. 

(h) To regulate issue and retirement of federal reserve 
notes. 

(i) To add to number of cities classified as reserve and 
central reserve cities. 

(j) To suspend or remove any officer or director of a 
federal reserve bank. 

(k) To require the writing off of worthless assets. 

(1) To require bonds of federal reserve agents. 

(m) To exercise general supervision. 

(n) To permit National banks to act as registrar of 
stocks and bonds and in certain other fiduciary capacities. 
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(o) To employ attorneys, experts and other employees 
without reference to civil service act. 

Section 12. Federal Advisory Council 

(a) One member selected annually for each reserve 
bank. 

(b) Compensation and allowances to be fixed by re- 
serve bank. 

(c) Meetings to be held at least four times a year at 
Washington, D. C. 

(d) Meetings may be held oftener when called by the 
board. 

(e) Council is authorized to confer directly with board, 
to make oral or written representations concerning matters 
under its jurisdiction and to make recommendations con- 
cerning the affairs generally of reserve banking system. 

Section 13. Powers of Federal Reserve Banks 

(a) Reserve banks are authorized to receive deposits 
from other banks, also to receive deposits from the United 
States, likewise to discount paper of a commercial character 
from other banks. 

(b) To discount acceptances indorsed by a member 
bank. 

(c) Such acceptances not to exceed one-half of capital 
of member bank. 

(d) Notes of one person not to exceed ten per cent, of 
capital of member bank. 

(e) Commercial notes not to exceed one-half paid-up 
capital and surplus of member bank. 

(f) Discount operations of reserve bank subject to 
regulations of Federal Reserve Board; Section 5202, U. S. 
R. S., amended. 

■ 

Section 14. Open-Market Operations 
(a) Federal reserve bank may buy and sell in open 
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market cable transfers, bankers' acceptances and bills of ex- 
change with or without indorsement of a member bank. 

(b) Such bank has power to deal in gold coin and 
bullion at home or abroad and to make loans thereon and 
also in specified obligations. 

(c) Also to buy and sell bills of exchange and estab- 
lish rates of discount and exchange accounts at home and 
abroad. 

Section 15. Government Deposits 

(a) Moneys held in Treasury general fund may be de- 
posited with reserve banks excepting the five per cent, fund 
for redemption of outstanding bank notes and funds for re- 
demption of federal reserve notes. 

(b) No public funds of Philippine Islands or postal 
savings or any Government funds to be deposited in any 
bank not belonging to system established by Federal 
Reserve Act. 

(c) Secretary of Treasury may use member banks as 
depositories. 

Section 16. Note Issues 

(a) Federal Reserve Board may issue reserve notes to 
federal reserve banks. 

(b) Such notes, obligations of the Government, receiv- 
able for public dues and redeemable in gold at Treasury or 
in gold or lawful money at any reserve bank. 

(c) Reserve banks to receive the same when secured by 
notes and bills accepted for rediscount and board may call 
for additional security. 

(d) Reserve must be maintained in gold or lawful 
money of thirty-five per cent, of deposits and gold reserve 
against notes in circulation must be forty per cent. 

(e) Reserve bank taxed ten per cent, on notes it issues 
through any other reserve bank and deposit with Treasury 
a redemption fund of at least five per cent. 
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(f ) Outstanding liabilities may be reduced by deposit- 
ing its federal reserve notes, gold, gold certificates, or law- 
ful money. 

(g) Federal reserve notes not to be re-issued except 
upon compliance with conditions of an original issue. 

(h) Federal reserve agent to hold such gold, gold cer- 
tificates or lawful money for exchange for reserve notes. 

(i) Reserve bank may in its discretion withdraw col- 
lateral deposited with agent and may substitute other collat- 
eral of equal amount with approval of agent under regula- 
tions prescribed by Federal Reserve Board. 

(j) Comptroller to cause plates and dies to be en- 
graved and to print notes that may be required by banks. 

(k) Reserve banks not exempt from liability to reim- 
burse the United States for the expenses of printing. 

(1) Reserve banks to clear checks. 

Section 17. Amendment 

This section repeals so much of provisions of section 
5159, U. S. R. S., section 4 of Act of June 20, 1874, and 
section 8 of Act of July 12, 1882, and any other law that 
required National banks before beginning business to deliv- 
er to the United States Treasurer Government registered 
bonds. 



N 



Section 18. Refunding Bonds 

(a) After two and at any time during twenty years 
from passage of this law, any member bank may retire its 
notes and sell its bonds held as security. 

(b) Applications to sell to be filed with United States 
Treasurer. 

(c) Retiring bonds to be purchased by federal reserve 
banks. 

(d) Such bonds bought in any one year not to exceed 
twentv-five million dollars. 
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(e) Reserve bank buying such bonds may issue reserve 
notes equal to par value of the bonds. 

(f) Reserve notes to be obligations of reserve bank. 

(g) One-year gold notes issued in exchange for out- 
standing two per cent, bonds to bear three per cent, interest 
and be secured by Government three per cent, thirty-year 
bonds. 

Section 19. Bank Reserves 

(a) Demand deposits are those payable within thirty 
days; time deposits are those payable after thirty days and 
those subject to not less than thirty days' notice. 

(b) Reserves must be held as follows: 

4/12 — In own vaults (for first 8 
years 5/12). 

5/12 — In federal reserve bank of 
home district (2/12 for first 
year, and 1/12 for each suc- 
ceeding 6 months up to 5/12). 

8/12 — In own vault or in federal 
reserve bank (for 3 years this 
may be held in own vault, in 
federal reserve bank, or with 
reserve agent as at present). 

5/15 — In own vault (for first 8 
years 6/15). 

6/15 — In federal reserve bank 
(8/15 for first year and 1/15 
for each succeeding 6 months 
up to 6/15). 

4/15 — In own vault or in federal 
reserve bank (for 8 years this 
may be held in own vault, in 
federal reserve bank or in Na- 
tional banks in central reserve 
cities) . 



Country banks, 12 per 
cent, of demand and 5 
per cent, of time de- 
posits, of which 



Reserve city banks, 15 

per cent, of demand 

and 5 per cent, of time 

deposits, of which 
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6/18 — In own vault. 
7/18 — In federal reserve bank. ■ 
5/18 — In own vault or federal 
reserve bank. 



Central reserve city 
banks, 18 per cent, of 
demand deposits and 5 
per cent, of time de- 
posits, of which 

(c) One-half of each installment of reserve may be in 
paper acceptable for rediscount. 

(d) Reserve funds may be checked against to meet lia- 
bilities, but no new loans shall be made or dividends paid 
unless and until the total reserve required by law is fully 
restored. 

(e) No member bank shall keep on deposit with any 
non-member bank a sum in excess of ten per cent, of its own 
paid-up capital and surplus. 

(f) No member bank shall act as agent of non-member 
bank in applying for or receiving discounts from federal re- 
serve bank, except by permission of the Federal Reserve 
Board. 

(g) If a State bank or trust company is required by 
law of its State to keep its reserve either in its own vaults 
or with another State bank or trust company, such reserve 
deposits shall be construed as if they were reserve deposits 
in a National bank in a reserve or central reserve city for a 
period of three years. 

(h) National banks in Alaska or outside, continental 
United States may remain non-member banks. 

(i) Such banks, however, except in Philippine Islands, 
may become member banks. 

Section 20. Five Per Cent. Fund 

(a) This section repeals portions of sections 2 and S 
of the Act of June 20, 1874. 1 

(b) It abrogates the law that funds of a National bank 
deposited with the United States Treasury for redemption 
of its notes shall be counted part of its reserve. 

(c) Such fund shall not be counted by a National bank 
part of its lawful reserve. 
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Section 21. Bank Examinations 

(a) Section 5240, IT. S. R. S., amended so that Comp- 
troller of Currency with approval of Secretary of Treasury 
shall appoint examiners to investigate every member bank at 
least twice each year; oftener if necessary. 

(b) May order a special examination and report. 

(c) Reserve bank may authorize examination of a 
member bank within its district. 

(d) Board to order examination of reserve banks at 
least once a year. 

(e) Board on joint application of ten member banks 
to order special examination and report of any federal re- 
serve bank. 

Section 22. Loans and Fees 

(a) No loan or gratuity may be made by bank to ex- 
aminer. '' 

(b) No extra fee may be paid a director or employee 
of the same. 

(c) No examiner to disclose names of borrowers or 
collateral. 

Section 28. Stockholders' Liability 

Stockholders of National banks individually responsible 
for all contracts, each to amount of his stock at its par value 
in addition to the amount invested. 

Section 24. Loans on Farm Lands 

(a) Such loans may not be made by central reserve 
city banks. 

(b) Loans secured by improved and unencumbered 
farm land may, however, lie made by other National banks, 
but not for longer time than five years nor for an amount 
exceeding fifty per cent, of actual value of property. 

(c) Same not to exceed twenty-five per cent, of bank's 
capital and surplus, or one-third of time deposits. 
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(d) Federal Reserve Board may add to list of cities 
within which National banks may not make loans secured 
by realty in the manner described in this section. 

Section 25. Foreign Branches 

(a) A bank with capital and surplus of one million 
dollars may file application with board to establish foreign 
branches. 

(b) Board has power to approve or reject applications. 

(c) Must furnish information to comptroller or board. 

(d) Must conduct accounts of each foreign branch in- 
dependently. 

(e) Must transfer to general ledger, profit or loss at 
each branch as separate item. 

Section 26. Gold Reserve 

(a) This section repeals all laws inconsistent with or 
superseded by this act. 

(b) Such laws are, however, repealed to that extent 
only. 

(c) Secretary of Treasury may borrow gold to main- 
tain the parity of all forms of United States money and to 
strengthen gold reserve. 

Section 27. Amendment 

(a) Sections 5138, 5172, 5191 and 5124, U. S. R. S., 
reenacted. 

(b) Emergency currency statute (Aldrich-Vreeland 
Act) enacted May 30, 1908, extended to June 80, 1915. 

(c) Section 9 of Act of May 80, 1908, amended by 
changing tax rates fixed in the same. 2 

Section 28. Amendment 

(a) Amendment of section 5148, U. S. R. S. 

(b) National banks may reduce capital. 

(c) Such reduction not allowable if it reduces the capi- 
tal below amount required for outstanding circulation. 



/ 
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(d) Such reduction must be reported to Comptroller 
and must be approved by him and Federal Reserve Board. 

Section 29. Interpretation 

If any part of this act is judged invalid, such judgment 
not to invalidate the remainder. 

Section 30. Amendment or Repeal 
Right to amend or repeal this act expressly reserved. 



i Introduction, Paine's National Banking Laws (7th Ed.) p. 14. 

2 1 bid, page 15. 

a Paine's New York Banking Laws, (7th Ed.) pp. 164, 179, 245 and 954. 



FOREIGN AGENCIES AND BRANCHES 

The twenty-third day of December, 1918, may be 
termed our econpmic Independence Day, because on that 
day the Federal Reserve Act came into being. It is a step 
of great financial importance in the right direction. After 
one hundred and thirty-eight years of National existence we 
are rid of the financially dangerous features of our bank- 
ing system. Such features were anachronisms. 

In the report on the bill providing for the establishment 
of federal reserve banks, etc., it was stated that it had long 
been a ground of complaint that the National banking sys- 
tem provided no adequate means for the establishment of 
American banks in foreign countries. The committee stated 
that every good purpose of the Monetary Commission de- 
sign could be attained by the adoption of a plan which con- 
sisted essentially of a provision for the establishment of for- 
eign branches by the existing National banks when such 
banks have an adequate capital for the kind of work in 
which they propose to engage and are found by the Federal 
Reserve Board to be in proper condition for undertaking 
such an enterprise. It was also stated that with the exten- 
sion of National bank powers provided in the new law, such 
branches of National banks would be amply able to meet 
the requirements of their clientele wherever it might be 
necessary for them to operate. 

Section 25 of the Federal Reserve Act authorizes for- 
eign branches of National banks. Bills drawn on London 
have had universal supremacy. That city acted as a clear- 
ing house of the world's trade because all other countries 
owed Great Britain and such bills could be surely collected 
in gold. The English credit and currency system collapsed 
because mainly of its weakness by reason of its unlimited 
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bill discount and acceptance market and also because of its 
branch bank plan. Sections 13 and 16 hereinafter men- 
tioned are so carefully drawn that such a collapse will be 
impossible. 

The creation by Parliament of what is called a morato- 
rium was an authorized repudiation of debts for the time 
mentioned. Bight here it may be stated that Congress 
could not enact such a measure because it would violate the 
provision of our constitution against impairing the obliga- 
tion of contracts. The action of the Bank of England rais- 
ing the rate of discount to ten per cent, threatened bank- 
ruptcy to the greatest extent ever known. It is not irrele- 
vant to state that in each of the three decades before the 
year 1870 that bank suspended the statute enacted July 19, 
1844 (chap, xxxii) and assumed the power, it did not exer- 
cise its authority, to stop payment of specie. 

Section 16 of the Federal Beserve Act enacts that every 
bank under that law shall maintain reserves in gold or lawful 
money of not less than forty per cent, against the federal, re- 
serve notes in actual circulation. This is in addition to an 
amount equal to such notes in bills receivable and domestic 
and foreign bills of exchange and of acceptances accepted 
for discount as provided by section 13. The last-named sec- 
tion has a notable provision which prohibits such banks from 
accepting bills to an amount equal at any time in the aggre- 
gate to more than one-half the paid-up capital stock and 
surplus. The whole credit of the member and regional 
banks is pledged to sustain such rediscounted paper. The 
board has the privilege at any time to call for additional 
security. 

The Federal Beserve Act with trade obtained may cause 
the monetary unit of the United States to be used neces- 
sarily as the basis of international exchange. 

England attained her grasp on international finance not 
so much by the primitive device of hoarding gold as by 
keeping the gold at work elsewhere, and at call, always. 
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That country was and is a dealer in credit and her banking 
system has been built up on that basis. 

In the year 1798, before the beginning of the war with 
France, the British National debt was two hundred and 
forty-four million pounds. After the battle of Waterloo it 
was eight hundred and twenty-six million pounds, a sum 
equal to two billions nine hundred and ten million dollars, 
or an increase of about 240 per cent, in a little more than 
twenty years. 

This is in marked contrast with an increase of more than 
100 per cent, in one year of modern war. During the Na- 
poleonic wars as now, Great Britain assumed the giant's 
share of the financial burden. Her pay came because of the 
resultant tremendous increase in her manufactures and com- 
merce. At that time there was no great non-European neu- 
tral like our country to supply the combatants. The fact 
that supplies are to be obtained from the United States in 
immense quantities makes the fighting much more costly 
than was the case a century ago. 

With the inauguration of the federal reserve system, 
which gives wide latitude for extension of credit, its mobili- 
zation and also its creation, this country can handle the max- 
imum of trade without disarranging, domestic markets. The 
credit of Europe basically and through accumulation of 
wealth is still sound. Its gold reserves do not by any 
means measure the extent to which Europe may ask accom- 
modation. Indeed, Europe wishes to retain her gold as the 
basis of her present and future necessity. The United 
States has a superabundance of gold. But while gold is the 
measure of value, the whole stock of gold in the world is a 
drop in the bucket compared with the total of trade trans- 
actions based on it. Therefore, our banks by the extension 
of credit and by the practice of banking methods that have 
been tested for many years, can finance the needs of foreign 
dealers without recourse to the primitive bartering of specie 
for goods in transit. 
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The situation is made easier because of the fact that 
many millions of our own securities are held in Europe, and 
while these holdings are not governmental, and, therefore, 
are not in a national sense collateral, thev are available for 
the settlement of American debts either through their sale 
here for the creation of a credit fund, or as collateral under- 
lying credits given by our banks. The power of the federal 
reserve banks to deal in securities, to buy and sell foreign 
exchange of short maturity, and other privileges which these 
banks have been given, open a door to an almost unlimited 
amount of new credit needed by our foreign customers. 

Our banks can create credits which may outrun present 
estimates as to maximum, without upsetting domestic 
finance, and without endangering a dollar of their funds. 
At the same time there will be profits for themselves and 
the Nation. Banking like this may make America supreme 
in the world's money market, and we may thus hold perma- 
nently commercial markets heretofore closed to us. 

The statement is made in the Introduction to Paine's 
Banking Laws that the stock of gold in the United States 
is the greatest on earth. It may also be stated that we hold 
almost one-quarter of all the gold money and that within 
twenty-two years our stock of gold has almost trebled. 

May 1, 1915, the war loans of the following named coun- 
tries were as follows: 

Great Britain $2,525,000,000 

France 1,802,400,000 

Russia 1,065,000,000 

Germany 8,491,000,000 

Austria-Hungary 780,000,000 

Total $9,618,400,000 

April 1, 1914, and April 1, 1915, respectively, the de- 
mand liabilities in the form of note circulation and deposits, 
of the following named banks and their gold holdings were 
as follows: 
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CIRCULATION AND DEPOSITS 

1915 

Bank of England $1,198,000,000 

Bank of France 2,744,500,000 

Bank of Germany 1,708,000,000 

Bank of Denmark 85,985,000 

Bank of Sweden 94,000,000 

Bank of Netherlands 280,000,000 

Bank of Russia 2,098,000,000 

Bank of Switzerland 94.100,000 

Bank of Spain 516,000,000 

Bank of Italy 541,000,000 

Totals $9,249,585,000 

GOLD HOLDINGS 

1915 

Bank of England $ 265,000,000 

Bank of France 850,000,000 

Bank of Germany 578,000,000 

Bank of Denmark 25,500,000 

Bank of Norway 15,000,000 

Bank of Sweden 81,000,000 

Bank of Netherlands 120,000,000 

Bank of Russia 788,000,000 

Bank of Switzerland 48,000,000 

Bank of Spain 1 19,000,000 

Bank of Italy 269,000,000 

Totals $8,108,500,000 



1914 

$ 456,500,000 

1,245,000,000 

844,500,000 

22,500,000 

68,000,000 

125,000,000 

1,150,000,000 

65,000,000 

480,000,000 

859,000,000 

$4,810,500,000 



1914 

$ 147,800,000 

728,000,000 

814,900,000 

12,000,000 

11,500,000 

28,900,000 

66,600,000 

779,100,000 

88,950,000 

109,000,000 

248,000,000 

$2,462,150,000 



August 20, 1916, the visible supply of gold in the United 
States had increased 85.15 per cent, from $1,887,000,000 
August 1, 1914, to $2,550,000,000. During the same time 
the quasi-governmental banks of England, Russia and Ger- 
many had accumulated barely enough to make up for pay- 
ments necessary to be made in gold, even under the present 
abnormal restrictions. Prior to 1890 the world's gold pro- 
duction had seldom exceeded $125,000,000 a year. In 1891, 
it exceeded for the first time the sum of $130,000,000; in 
1892 it was $202,000,000; in 1908, $327,000,000; in 1906, 
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$402,000,000; and in 1912, $466,000,000, declining in 1913 
to $460,000,000; in 1914 the amount was $456,000,000. 

November 17, 1916, the net gold imports into our coun- 
try since January 1, 1916, were $386,004,000, compared 
with $359,292,000 for the corresponding period in 1915. 
November 24, 1916, the federal reserve banks had increased 
their gold reserves to $459,935,000, while the gold held by 
the federal reserve agents against federal reserve notes in- 
creased to $241,566,000; the aggregate gold holdings of the 
Federal Reserve System increased to $701,501,000. 

When the stock exchanges closed to prevent a possible 
panic by reason of the sale of securities and it was known 
that many foreign drafts were on their way to our country, 
the patriotism of our bankers became manifest. Especially 
when it was thought wise to create a sum of gold to pay our 
foreign debts, the New York banks subscribed nearly one- 
half of the one hundred millions of dollars thought neces- 
sary. Also when a like sum was asked in connection with 
the cotton loan fund, the same bankers undertook to pro- 
vide one-half of the amount. This action, it must not be 
forgotten, was not taken because of a desire for an especial 
gain but to protect all interests and to foster every home 
industry. 

The fundamental fact is that bv our evolution in bank- 
ing means have been placed at the service of the business 
community which will enable it to use the opportunities 
which commerce abroad presents. Such opportunities have 
been allowed to go to others because our banking methods 
were less well adapted than those of other countries to aid 
merchants dealing outside of our own lands. An intimate 
command of foreign trade through financing it as well as 
supplying the material, may now be obtained because the 
new system will cause credit to flow freely and relieve it of 
certain hazards to which it has been heretofore subject. 
Such credit has cost more than should have been the case be- 
cause of the inadequacy of our country's banking machinery. 
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The countries of Central and South America are now com- 
ing to the United States of their own accord as a friend in 
time of need. A feeling of mutual cordiality is being en- 
gendered which cannot fail to increase the influence of the 
United States and to preclude any serious danger of attack 
upon the principle laid down in the Monroe Doctrine. 

When the war began Great Britain, Germany and our 
country ranked in the order named in competition for for- 
eign business; nevertheless, when hostilities commenced we 
were unprepared to meet the situation either commercially 
or financially. 

A new spirit has come into our commercial life, a new 
sense of our relationship to other nations and of our ability 
to supply them. Today the United States is the creditor of 
the world. We are called upon to finance every civilized 
nation. These facts emphasize the importance of the Fed- 
eral Reserve Act. 

Advantages of Acceptances 

Under section 18 of the statute any federal reserve 
bank may discount acceptances based on the importation or 
exportation of goods, and which have a maturity at time of 
discount of not more than three months and indorsed by at 
least one member bank. There is, however, a restriction as 
to amount of acceptances so discounted to one-half the paid- 
up capital stock and surplus of the bank for which the re- 
discounts are made. The rediscount by federal reserve 
banks of any bills receivable and of domestic and foreign 
bills of exchange, and of acceptances authorized by the law 
are subject to the restrictions that may be imposed by the 
board. 

Pursuant to section 14 of the same statute banks may, 
under regulations prescribed by the board, purchase and sell 
in the open market, etc., cable transfers and bankers' 
bills of exchange of the kinds and maturities by this statute 
made eligible for rediscount, with or without the endorse- 
ment of a member bank. 
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Section 16 enacts that notes and bills accepted for re- 
discount under section 13 of the law are to be the collateral 
securities of federal reserve notes. 

Acceptances make it possible for financial institutions 
to finance legitimate business transactions of their dealers 
without using any of the funds of such institutions. Such 
corporations having surplus money which cannot be 
readily employed, may invest it in prime acceptances 
which can either be sold in the open market or held until 
maturity. Through acceptances dealers may borrow 
more cheaply than by their straight notes. The ac- 
ceptances of favorably known corporations will be sought 
as short-term investments by investors everywhere in the 
financial world and will be especially valuable on account of 
their ready marketability. Such corporations may accept 
for a commission the paper issued by their customers and 
sell it in the open market, thus adding to their business a 
feature which may be exceptionally profitable. The name of 
the accepting bank makes prime, to the extent of the credit 
of the same, the paper on which it appears, and this does 
away with the necessity of checking the drawer or endorsers 
as the responsibility in the beginning rests with the institu- 
tion accepting same. It may be added that with the use of 
bank acceptances, the knowledge of the relations that the 
dealer has with other corporations (which the credit-extend- 
ing banks will thus have) creates a condition of almost auto- 
matic registration of paper. In this way the ever-present 
temptation to create an over-extension of credit may be pre- 
vented and the institutions as well as the dealers protected. 

Development of the Use of Acceptances 

August 1, 1914, some of the State institutions in the 
New York district, under authority of the recently revised 
banking law of that State began through acceptances to 
finance exports from which the usual European credit facili- 
ties had been withdrawn. November 16, 1914, several of the 
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National banks in New York and other cities also accepted 
bills arising out of exportation and importation, some of 
which subsequently found their way into the open market, 
where they were purchased by various banking institutions, 
including the Federal Reserve Bank of New York. 

In March, 1915, the banking institutions of New York 
City showed a liability on account of acceptances of about 
$77,500,000. The Federal Reserve Bank of New York 
began buying acceptances February 12, 1915, when the regu- 
lation of the Federal Reserve Board permitting their pur- 
chase was promulgated, and April 26 following it had 
$5,638,000 of accepted bills. The rate at which prime ac- 
ceptances maturing within ninety days sold in New York 
during this period was from two to two and seven-eighths 
per cent., varying in accordance with maturity, supply and 
demand. During the latter part of April, 1915, the rate was 
about two and one-half per cent, for the longer maturities. 

The development of a stable market in New York City 
for dollar acceptances is of importance; such a market de- 
pends primarily upon a large, steady volume and low, con- 
stant rates. Several banks dealing in bills have also begun 
to quote forward rates on bills drawn in dollars, so that ex- 
porters in distant countries may be able to calculate the 
comparative negotiable value of sterling and dollar drafts. 
When the movement of our exports and imports has been 
sufficiently standardized through bankers' acceptances, so 
that it may be facilitated as easily in the New York as in 
the London market, we should be enabled readily in future, 
when we wish to protect our reserves, to deflect the finan- 
cing of our foreign trade from New York to London by 
raising New York rates above London rates and making 
it cheaper for the shipper to draw on London than on New 
York. Conversely, when we are ready to finance it again 
we should be able to recover the business from London by 
reducing our rates below those of London. 
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Requirements for Designation of Reserve Cities 

April 3, 1915, the Federal Reserve Board adopted the 
following requirements as necessary before consideration 
will hereafter be given to the designation of any city as a 
reserve city: 

A population of at least 50,000; combined capital and surplus of 
National banks in the applying city of not less than $8,000,000, with 
deposits of not less than $10,000,000; endorsement of the application 
by at least fifty (50) National banks located outside of the applying 
city who will state that they are carrying or intend to carry npon such 
designation, accounts with a National bank in the applying city. Appli- 
cations will be referred for report and recommendation to the federal 
reserve bank of the district in which the applying city is located, whose 
chairman shall certify the names of the National banks endorsing the 
application. 

New Rules Governing Acceptances and Increasing 

Discount Limit 

April 5, 1915, the Federal Reserve Board issued its 
regulations as to bankers' acceptances in accordance with 
the statute enacted by Congress, March 3, 1915, amending 
the Federal Reserve Act. It provided for removing the 
limitations originally imposed on the amount of acceptances 
which might be discounted by a federal reserve bank for 
member banks, or accepted by member banks. The law 
originally limited the amount of acceptances which might be 
discounted for a bank to half of the bank's unimpaired cap- 
ital stock and surplus. The amendment increases the limit 
to the full amount of any capital and surplus. 

The board rules that "any federal reserve bank shall be 
permitted to discount for any member bank 'bankers' ac- 
ceptances', as defined up to an amount not to exceed the 
capital stock and surplus of the bank for which the redis- 
counts are made." The following definition is made: "A 
bankers' acceptance must be drawn by a commercial or in- 
dustrial concern, that is, some person, firm, company or cor- 
poration directly connected with the importation or exporta- 
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tion of the goods involved in the transaction in which the 
acceptance originated, or by a banker. In the latter case, 
the goods, the importation or exportation of which is to be 
financed by the acceptance, must be clearly specified in the 
agreement with or the letter of advice to the acceptor. The 
bill must not be drawn or renewed to the purchaser or con- 
signee." 

The new regulation provides that "any member bank 
may accept drafts or bills of exchange drawn upon it, hav- 
ing not more than six months' sight to run and growing out 
of transactions involving the importation or exportation of 
goods up to amount not exceeding the capital and surplus 
of such bank, provided that 

"1. Every such bank shall possess an unimpaired sur- 
plus of not less than twenty per cent, of its paid-in capital. 

"2. Every such bank shall file formal application with 
the federal reserve bank of its district, which shall report to 
the Federal Reserve Board upon the standing of such appli- 
cant, stating also whether the business and banking condi- 
tions prevailing in the district warrant the granting of such 
application in said district. 

"8. Every such application shall first have to be ap- 
proved by the Federal Reserve Board." 

Approval of such application may be rescinded and 
modifications of this regulation may be made by the Federal 
Reserve Board upon notice of ninety days to the bank or 
banks thereby affected. 

Legal to Insure Deposits of Banks by Subety Com- 
panies 

April 2, 1915, the Attorney-General gave an opinion to 
the Treasury Department, maintaining the right of Na- 
tional banks to have their deposits guaranteed by surety 
companies. The question had been referred to the Depart- 

i Introduction, Paine's National Banking Laws (7th Ed.), p. 14. 

albid, p. 15. 

•Paine's New York Banking Laws (7th Ed.), pp. 164. 179, 945, 254. 
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ment of Justice as a result of questions which had arisen as 
to the interpretation of opinions given on this subject by the 
Attorney-General in 1908 and 1909. Following is an ex- 
cerpt from the opinion : 

"The means by which depositors are to be protected and 
secured are not expressly limited or restricted by statute. 
A large discretion is left to the banks' officers and directors. 
They may use such means for the purpose as are not pro- 
hibited by or inconsistent with the provisions of the law, and 
as they may reasonably find to be suitable and proper and 
not inconsistent with the prudent conduct of the affairs of 
the bank within the scope of its charter. 'Whatever pro- 
tects the depositors,' it has been said, 'protects the bank be- 
cause it assures confidence in the bank.' 

"A contract of insurance or guaranty such as described 
in the question submitted may afford protection to depos- 
itors by securing the performance of an obligation on the 
part of the bank which otherwise might not be performed. 
And it is not unreasonable to believe that such a contract at 
the same time may prove valuable to the bank because of the 
confidence it mav assure. 

"No reason is perceived for prohibiting a National bank 
in the discretion of its directors from so securing its depos- 
itors or for denying to the bank such benefits as they believe 
may accrue in the form of increased confidence resulting 
from such a contract." 

Equalization of Powers of National and State Insti- 
tutions to Act in Fiduciary Capacities and as 
Registrars of Stocks and Bonds 

April 5, 1915, the following letter was issued by the 
Federal Reserve Board to its reserve agents : 

In order that the powers of National and State banks and trust 
companies as members of the federal reserve system may be equalised 
as far as possible, the board desires to grant to National banks apply- 
ing therefor, when not in contravention of State or local laws, permis- 
sion to act as trustee, executor, administrator and registrar of stocks 
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and bonds. In acting on applications, however, for such permits, it is 
necessary that the board should take into consideration — 

First. Whether or not the exercise of these powers, or any of these 
powers, will be in contravention of State or local law. 

Second. Whether the applying bank is in proper condition and is 
equipped to handle this class of business, and whether a permit will, 
under the circumstances, prove of benefit to such bank. 

In order to pass upon the question of whether or not action under 
the permit will contravene State or local laws, the board has requested 
counsel for the various federal reserve banks to analyze the laws of the 
States in the several districts and file his opinion with the board. In 
view of the lack of uniformity in the laws of the several States it is dif- 
ficult, if not impossible, to prescribe any fixed rules by which this ques- 
tion may be determined. Inasmuch as National banks are incorporated 
under federal law, the statutes of the various States necessarily have a 
very limited application, but in this instance Congress has expressly pro- 
vided that State laws shall not be contravened, just as it did in the case 
of usury laws of the several States. 

There are probably no States whose statutes in terms prohibit Na- 
tional banks from exercising these powers, and few which expressly 
authorize their exercise. The question under consideration, therefore, 
cannot be determined by ascertaining merely whether a State law spe- 
cifically prohibits or specifically authorizes National banks to act as pro- 
vided by section 11 (k). Nor is it within the province of the Federal 
Reserve Board to pass upon the constitutionality of this section. In 
general, the board will grant permits in accordance with this section 
where the exercise of the powers granted does not contravene the gen- 
eral policy of the State laws as indicated by. the statutes dealing with 
banking institutions and other corporations, and will refuse permits in 
those cases where such exercise would be clearly in contravention of the 
general policy of such State laws. 

In determining the second question, that is, whether or not in a 
given case the granting of the permit will prove to the best interest of 
the applying bank, the board must necessarily take into consideration 
the particular circumstances in each instance. Banks having small cap- 
ital and surplus should, therefore, be requested to indicate the nature 
and extent of the business it contemplates undertaking. Its equipment 
and the efficiency of its organization must of necessity be taken into 
consideration in determining the general character of the estates to be 
administered. 

While the board does not desire to promulgate at this time any fixed 
rules as to the proportion that the capital and surplus of the applying 
bank should bear to the size of the estates to be handled, it is at once 
manifest that small institutions should not undertake to administer es- 
tates which will require a larger and more efficient trust department 
than such banks will be justified in establishing. Before making any 
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recommendation, therefore, to the Federal Reserve Board that applica- 
tion should be approved or disapproved, federal reserve banks should 
give consideration to the circumstances, as indicated above. 

It is the desire of the board to cooperate with the member banks 
through the federal reserve banks in a gradual and conservative develop- 
ment of this class of business. To this end, applications received by the 
federal reserve bank should be handled in the following manner: 

First. They should be submitted to counsel for the federal reserve 
bank, who will certify thereon whether or not, in his opinion, there is 
reasonable ground for believing that the exercise of the powers applied 
for will not be in contravention of the laws of the State in which the 
applying bank is located. The application should then be referred to 
the board of directors of the federal reserve bank. 

Second. The board of directors, after due consideration, should 
forward the application to the Federal Reserve Board with its recom- 
mendation. If, for any reason, the board of directors is of the opinion 
that the permission applied for should not be granted, the application 
should be accompanied by its reasons in writing. 

Third. The Federal Reserve Board, under the terms of the act, 
can authorize National banks to exercise only those powers which are 
not in contravention of State or local laws, and if, after a permit is 
granted, the right to act under it should be questioned by the State 
authorities, member banks should promptly notify the federal reserve 
bank and the Federal Reserve Board, so that arrangements may be made 
for an adjustment or for a proper adjudication by a court of compe- 
tent jurisdiction. 

■ 

Protest of the New York Trust Companies to -the 

Federal Reserve Board and Declaration of 

the Federal Reserve Board Against 

Criticism 

April 18, 1915, trust companies organized under the 
banking law of the State of New York, presented a protest 
to the Federal Reserve Board, representing that the Federal 
Government has no power under the constitution to author- 
ize a corporation to perform such functions. It is argued 
that the right to charter a bank was sustained as one of the 
implied powers, useful in carrying out certain functions of 
the Government, National banks being financial agencies of 
the Government in issuing currency, receiving and disbursing 
money, etc.; but that the trustee function is in no way re- 
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lated to services of the Federal Government and is not a 
function inseparable from banking. 

The board declined to act upon the protest except by re- 
solving to continue the granting of permits to National 
banks under the authority of the Federal Reserve Act. 

The States of Virginia, Indiana, South Dakota and 
Washington have passed laws authorizing National banks 
to exercise fiduciary powers in those States. Attention is 
called to section 223 of the New York Banking Law. ( Chap. 
869, Laws of 1914). * 

The board has given out the following statement touch- 
ing the possibility of a conflict between State and federal 
authorities where National banks exercise the powers of a 
trustee: 

From recent articles and statements it appears that the impression 
has been received in many quarters that where a National bank is per- 
mitted by the Federal Reserve Board to act as trustee, executor or ad- 
ministrator, the exercise of these powers will result in serious conflict of 
jurisdiction as between the State courts and authorities and the Federal 
Government. 

It is somewhat difficult to understand upon what the ordinary as- 
sumption is based. It is assumed both as a matter of law and as a mat- 
ter of policy that National banks exercising the powers referred to will 
be subject to the State laws relating to the administration of trust es- 
tates just as any other corporation which is permitted by State authority 
to exercise these powers. 

When such estates are administered under the jurisdiction of courts, 
the National bank appointed by the court or named in the instrument 
creating the trust will, of course, be subject to the orders and rules of 
such courts, and there should not be any conflict of jurisdiction in so far 
as the administration of such estate is concerned. 

It is unfortunate that a mistaken impression of the purpose and 
effect of this provision of the Federal Reserve Act should result in cre- 
ating a seeming issue for which no real basis exists. 

It will be seen that the board was disturbed by the 
opposition which its advocacy of an extension to National 
banks of some of the privileges now held by State-chartered 
institutions has aroused, particularly in New York. The 



iPalne's New York Banking Laws (7th Ed.), pp. 80-36, 249-479. 
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statement above made denies that there is ground for the 
criticism that in giving National banks the right to act as 
trustees and executors the States would be inviting trouble 
through a conflict of State and National laws. 1 

Establishment of Gold Clearance Fund to Effect 
Settlements Between Federal Banks 

May 1, 1915, the Federal Reserve Board made provision 
for the establishment of a gold clearance fund at Washing- 
ton for the purpose of effecting settlements between federal 
reserve banks. 

It was announced that gold coin and currency will be 
shipped to Washington or to a sub-treasury and turned over 
to the Treasurer of the United States, who will issue gold 
order certificates payable to the Federal Reserve Board or 
to any federal reserve bank. The books of the gold settle- 
ment fund will show how much less has been paid in at the 
outset by each federal reserve bank, and each bank will be 
informed of the receipt of this amount. Gold order certifi- 
cates so received will be placed in the Treasury Department. 
Access will be controlled by two persons, and they will be 
subject to the control of those who have the combinations of 
the receptacles. When the transfers are to be made from 
one bank to another as the result of change in ownership, 
two signatures will be necessary on the order certificate, 
which will require the signature of the governor or acting 
governor of the board and one additional person, who may 
be either the secretary, the fiscal agent or the supervisor of 
clearings. 

When transfers are made by the Federal Reserve Board 
the balances that accrue to the respective reserve banks may 
be paid by indorsement and by return to the respective 
banks of a like amount of such gold certificates held by the 
Federal Reserve Board, or by the indorsement and delivery 
to the treasurer of a like amount of such certificates for 

iConsult pp. 116-120, 215, 217 poit. 



AND COGNATE STATUTES 75 

which he will give in exchange bearer gold certificates, which 
the board may send by registered mail insured to the banks 
if they want funds other than gold certificates, or in lieu of 
such payment the treasurer may by wire direct payment to 
be made by a sub-treasury office, provided that funds are 
available. 

Shares of Reserve Bank in Gold Settlement Fund to 

be Counted as Cash in Vault 

April 19, 1915, the following opinion was rendered by 
counsel to the Federal Reserve Board. It describes the 
status of the gold settlement fund in its relation to the re- 
serves of federal reserve banks, making it plain that the 
portions of the several banks in this fund may be counted 
and reported as a part of their cash in vault. It is the 
intention of the board to treat the deposits in the future in 
this way. He states as follows: 

In connection with the plan now under consideration under which the 
Federal Reserve Board contemplates assuming the functions of a clear- 
ing house for the several federal reserve banks, this office has been re- 
quested to give an opinion on the following questions : 

1. Whether gold kept in a clearing fund under the control of the 
Federal Reserve Board may be counted by federal reserve banks depos- 
iting such gold as part of their reserve against liabilities other than fed- 
eral reserve notes. 

2. Whether any part of such clearing fund may be kept by the 
Federal Reserve Board in the Treasury or one of the sub-treasuries of 
the United States. 

In reference to the first question, Congress has not in terms de- 
fined by statute what constitutes reserve against demand liabilities, and 
in order to reach a conclusion as to what may or may not be counted as 
part of such reserve, it is necessary to review and interpret the princi- 
pal acts of Congress dealing with this subject. 

The* Act of June 8, 1864, being Revised Statute, section 5191, pro- 
vided in part as follows: 

Every National banking association in either of the following cities 
* * * shall at all times have on hand in lawful money of the United 
States, an amount equal to at least twenty-five per cent, of the aggre- 
gate amount of (its notes in circulation and) its deposits; and every 
other association shall at all times have on hand in lawful money of the 
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United States, an amount equal to at least fifteen per cent, of the 
gregate amount (of its notes in circulation and) of its deposits. 

The same act further provided (section 5192) that: 

Three-fifths of the reserve of fifteen per cent, required by the pre- 
ceding section to be kept, may consist of balances due to an association, 
available for the redemption of its circulating notes, from associations 
approved by the Comptroller of the Currency * * * and doing business 
in the cities of * * *. Clearing-house certificates, representing specie or 
lawful money specially deposited for the purpose, of any clearing-house 
association, shall also be deemed to be lawful money in the possession 
of any association belonging to such clearing house, holding and own- 
ing such certificate, within the preceding section. 

The Act of June 20, 1874, provided as follows: 

Sec. 2. That section 81 of "the National Bank Act" be so amend- 
ed that the several associations therein provided for shall not hereafter 
be required to keep on hand any amount of money whatever, by reason 
of the amount of their respective circulations; but the moneys required 
by said section to be kept at all times on hand shall be determined by 
the amount of deposits in all respects, as provided for in the said section. 

Sec. 8. That every association organized, or to be organized, under 
the provisions of the said act, and of the several acts amendatory there- 
of, shall at all times keep and have on deposit in the Treasury of the 
United States, in lawful money of the United States, a sum equal to 
five per cent, of its circulation, to be held and used for the redemp- 
tion of such circulation; which sum shall be counted as a part of its 
lawful reserve, as provided in section 2 of this act. 

It will be observed from the foregoing that prior to the Act of 
June 20, 1874, no distinction was made between reserve required to be 
held against circulating notes and that required against deposits, and 
this amendment relates only to the amount and not to the character of 
reserve required. 

Analyzing the provisions quoted above, it appears that reserve re* 
quired by law before the passage of the Federal Reserve Act might 
consist of 

(a) Lawful money on hand. 

(o) Balances due from approved reserve agents. 

(c) Clearing-house certificates, representing balances due from 
clearing-house associations. 

(d) Five per cent, redemption fund, which consists of lawful 
money deposited with the Treasurer of the United States for redemp- 
tion of circulating notes. 

In other words, from such analysis, it seems that reserve may rea- 
sonably be defined as lawful money on hand or so deposited, in accord- 
ance with law, as to be available at all times for the discharge of liabil- 
ities against which it is held. For example, lawful money on hand is 
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available to meet demands made at the bank. Balances due from ap- 
proved reserve agents are available to meet those liabilities which can 
be discharged by checks or drafts drawn against such approved reserve 
agents, even more satisfactorily than by the actual shipment of lawful 
money, or such balances can be immediately converted into lawful money 
to meet demands made at the bank. 

Clearing-house deposits are available to meet demands presented 
through the clearing house, and the five per cent, redemption fund is 
available to redeem circulating notes presented to the Treasurer of the 
United States. 

The Federal Reserve Act repeals that part of the Act of June 20, 
1874, which permits National banks to count the five per cent, redemp- 
tion fund as part of their legal reserve, but does not otherwise amend 
any provisions of law relating to the character of reserve to be held 
against deposits. It provides that a gold reserve shall be maintained 
against liabilities for federal reserve notes and a reserve of gold or law- 
ful money against deposits in federal reserve banks. 

It does not otherwise define in terms legal reserve. 

Section 16 of the act reads in part as follows: 

Every federal reserve bank shall maintain reserves in gold or law- 
ful money of not less than thirty-five per cent, against its deposits and 
reserves in gold of not less than forty per cent, against its federal re- 
serve notes in actual circulation, etc 

The act does not provide, except by implication, where the reserve 
held against deposits shall be actually carried. The reserve against cir- 
culating federal reserve notes, however, under the terms of the act is to 
be carried partly in the vaults of the bank and partly with the Treas- 
urer of the United States in order that notes presented for redemption 
to the treasurer may be redeemed out of the funds furnished by the 
federal reserve banks. 

Section 16 of the Federal Reserve Act provides in part that: 

The Federal Reserve Board * * * may at its discretion exercise the 
functions of a clearing house for such federal reserve banks. 

One of the principal functions of a clearing house is to act as a 
depositary of funds of its members, to be held for the discharge of lia- 
bilities of such members which are presented to the clearing house. 

By analogy, therefore, if funds deposited with the Treasurer of the 
United States for the redemption of federal reserve notes are to be 
counted as part of the legal reserve of federal reserve banks required to 
be maintained against such notes, it would seem entirely consistent to 
count funds deposited with the Federal Reserve Board for the dis- 
charge of its deposit liabilities as part of the legal reserve required to 
be held against such deposits. 

Such a fund not only meets the general requirements of lawful re- 
serve, as indicated by the acts referred to, but inasmuch as clearing- 
house certificates are specifically authorized by statute to be counted as 
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part of the lawful reserve of National banks and the board is author- 
ized to act as a clearing house for federal reserve banks, it would seem 
that its certificates would come within the spirit of the act. In other words, 
while section 5192 relates to the reserves of National banks, the Fed- 
eral Reserve Act makes no distinction between the character of reserve 
of such banks and the character of reserve of federal reserve banks. 

In answer to the second question, while the act does not in terms 
provide for deposits by the federal reserve banks, or by the Federal Re- 
serve Board, with the Treasurer of the United States, the Attorney 
General has rendered an opinion on the status of the Federal Reserve 
Board, in which he holds that the Board is an independent establish- 
ment and the members are officers of the United States. 

As such officers it is entirely consistent with the established practices 
of the Government that accounts should be opened with the treasurer or 
assistant treasurer for the deposit of any funds held by the Federal Re- 
serve Board. In other words, since that fund will be deposited with the 
Federal Reserve Board and since the board at this time is without the 
necessary facilities for keeping such fund, the Treasury of the United 
States would seem to be the proper place for its deposit. 

The bookkeeping incident to handling the clearings could, of course, 
be handled by the board without reference to the physical location of 
the funds in question. 

I am therefore of the opinion that both questions may be answered 
in the affirmative. Respectfully, 

M. C. Elliott, Counsel. 

Details as to the Establishment of Gold Clearance 

Fund 

May 11, 1915, the Federal Reserve Board announced 
details of an important step in coordinating the work of the 
federal reserve system to the end that a fund of $12,000,000 
in gold would be collected for clearing balances among the 
federal reserve banks under the direction of the Federal Re- 
serve Board. The Federal Reserve Board was specifically 
authorized in the act creating the system, to act as a clearing 
house for the federal reserve banks, and it was pointed out in 
the debates in Congress that such authority might permit a 
long step in the direction of modifying the system in the 
direction of a central bank. 

Under regulations issued by the Federal Reserve Board, 
each federal reserve bank was directed not later than May 
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24, 1915, to forward to the Treasury or the nearest sub- 
treasury "for credit to the amount of the gold settlement 
fund," $1,000,000 in gold or gold certificates, and in addi- 
tion, an amount at least equal to its net indebtedness to all 
other federal reserve banks. This deposit to be maintained 
at all times at the $1,000,000 mark, settlements of amounts 
due to the reserve banks to be made each Thursday. 

The determination of the Board to require the physical 
presence of the gold in Washington is indicated by a regu- 
lation as to a safe in the vaults of the Treasury to be set 
aside for it, with a combination known to two designated 
officials. The fund would be audited not less than once in 
three months by an official of the Federal Reserve Board 
and an agent designated by the banks. 

Each bank will be permitted to count as part of its re- 
serves its deposits in the clearance fund. 

Form for Discount Rates 

June 1, 1915, the Federal Reserve Board adopted a 
form for discount rates. This is done to the end that the 
recommendations in connection with discount rates from the 
twelve federal reserve banks may be uniform and the board 
prepared the following form for such recommendations. It 
is to be forwarded to reach the board not later than Thurs- 
day morning of each week. 

Date , 1915. 

Federal Reserve Board, Washington, D. C: 

Sir: I have the honor to forward the recommendation that no 
change be made in the existing discount rates for the Federal Reserve 

Bank of for the week ending Thursday, , 1915. 

Respectfully, 



Federal Reserve Agent 

I have the honor to request that the following rates be approved by 

the Federal Reserve Board for the Federal Reserve Bank of 

to become effective Friday morning, , 1915: 
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RECOMMENDED RATES 



Maturities, in days 


Agricultural 

and live-stock 

paper over 

90 


Acceptances 


SO 


31 to 60 


61 to 90 




























PRESENT RATES 






Respectfully, 



Federal Reserve Agent. 



New York Statutes as to Membership of State Insti- 
tutions 

1 Article III., section 106, subdivision 4, of the banking 
laws of the State of New York, provides that banks shall 
have the power — 

To purchase and hold, for the purpose of becoming a member of a 
federal reserve bank, so much of the capital stock thereof as will qualify 
it for membership in such reserve bank pursuant to an act of Congress, 
approved December twenty-three, nineteen hundred and thirteen, entitled 
the "Federal Reserve Act"; to become a member of such federal reserve 
bank, and to have and exercise all powers, not in conflict with the laws of 
this State which are conferred upon any such member bank by the Federal 
Reserve Act. Such member bank and its directors, officers and stock- 
holders shall continue to be subject, however, to all liabilities and duties 
imposed upon them by any laws of this State and to all the provisions 
of this chapter relating to banks. 

Article V., section 185, subdivision 12, of the same statute provides 
that every trust company shall have the power — 

To purchase and hold, for the purpose of becoming a member of a 
federal reserve bank, so much of the capital stock thereof as will qualify 
it for membership in such reserve bank, pursuant to an act of Congress 
approved December twenty-three, nineteen hundred and thirteen, entitled 



iPaine's New York Banking Laws (7th Ed.), pp. 164, 945. Fame's National 
Banking Laws, pp. 16, 186. 
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the "Federal Reserve Act" ; to become a member of such federal reserve 
bank, and to have and exercise all powers, not in conflict with the laws 
of this State, which are conferred upon any such member by the Fed- 
eral Reserve Act. Such trust company and its directors, officers and 
stockholders shall continue to be subject, however, to all liabilities and 
duties imposed upon them by any law of this State and to all the pro- 
visions of this chapter relating to trust companies. 

1 Other State Statutes as to Membership of State 

Institutions 

The following are statutes enacted by the States men- 
tioned, in connection with the membership of their banking 
institutions. 

California — The California bank act provides in sec- 
tion 56 as follows: 

Any bank organized and existing under^the laws of this State is 
hereby authorized and empowered to join or associate itself with any 
"National reserve association of the United States" or branch thereof, 
or any plan now or hereafter created or established by act of Congress, 
whether such banking or currency association or plan be created by 
Congress under the above or any other name. Nothing in this act shall 
prohibit any such bank from joining or associating itself with any such 
association or plan or branch thereof nor from investing any part of its 
capital or surplus in the stock of such association, plan or branch there- 
of in accordance with the terms and provisions of such act of Congress : 
Provided, however, That such investment shall in no case exceed the 
minimum amount required to join or associate itself with such associa- 
tion, plan, or branch thereof. Any bank joining or associating itself 
with such association, plan or branch thereof shall have and exercise all 
powers not in conflict with the laws of this State, which are conferred 
upon any member bank in any such "National reserve association of the 
United States" or branch thereof. Such member bank and its directors, 
officers and stockholders shall continue to be subject, however, to all lia- 
bilities and duties imposed upon them by any law of this State and to 
all the provisions of the "bank act". 

Colorado — July 12, 1915, the State enacted a statute 
authorizing State and National banks to act as trustee, ex- 
ecutor, administrator, and registrar of stocks and bonds. 

Idaho — March 11, 1915, a statute was adopted which 
authorizes any State bank to subscribe for stock in a federal 
reserve bank. 



i Federal Reserve Bulletin, pp. 150, 156. 
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Indiana — March 8, 1915, the following act, giving Na- 
tional banks the right to accept and execute "trusts of any 
and every description," was approved: 

That every person, firm or corporation transacting a banking busi- 
ness subject to the provisions of an act entitled, "An act to regulate and 
supervise the business of banking by individuals, partnerships or unin- 
corporated persons/' approved March eighth, nineteen hundred and 
seven, and every corporation transacting a banking business as pre- 
scribed in "An act to authorize and regulate the incorporation of banks 
of discount and deposit in the State of Indiana," approved February 
seventh, eighteen hundred and seventy- three, and all acts amendatory or 
supplemental thereto, and every National bank coming within the United 
States Federal Reserve Act shall be empowered by this act to accept and 
execute trusts of any and every description which may be committed or 
transferred to them under the same rules and regulations as now govern 
like powers in loan and trust companies. In case of any person, firm or 
corporation transacting a banking business and accepting any trust under 
the provisions of this act, the president or cashier of such bank is 
authorized to receive and execute the same in the name of the bank. 

Iowa — The last session of the Iowa Legislature passed 
laws authorizing State banks and trust companies to become 
members of a federal reserve bank and authorizing National 
banks to exercise the same powers as are conferred upon 
trust companies and State and savings banks, as follows: 

Sec. 1. That any State bank, savings bank or trust company or- 
ganized under the laws of this State is authorized and empowered, upon 
a vote of the shareholders thereof owning not less than fifty-one (51) 
per cent, of the capital stock of such State bank, savings bank or trust 
company, to become a member of the federal reserve bank in the federal 
reserve district in which such banks or trust companies are located, and 
to incur liability therefor. 

Sec. 1. That the law as it appears in section eighteen hundred and 
eighty-nine — d, supplement to the code, 1918, be and the same is hereby 
amended by adding a paragraph at the end of said section, as follows: 

9. When so authorized by any law of the United States now in 
force or hereafter enacted, National banks may exercise the same powers 
and perform the same duties as are by this section conferred upon trust 
companies, State and savings banks. 

Kentucky — The Legislature of Kentucky at its 1914 
session passed the following act, authorizing State banks 
and trust companies to subscribe for stock in a federal re- 
serve bank: 
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Any bank or trust company organized under the laws of this Com- 
monwealth may subscribe for and own stock of the federal reserve bank 
with the federal reserve district where such bank or trust company is 
located and may take any steps necessary to become a member of such 
federal reserve bank. 

Maine — March 31, 1915, a law permitting trust compa- 
panies to subscribe for stock in a federal reserve bank was 
enacted. Trust companies are the only form of State banks 
in Maine, except savings banks. 

Section eighty of chapter forty-eight of the Revised Statutes of 
nineteen hundred three as amended by chapter fifteen of the public laws 
of nineteen hundred five is hereby amended by adding after the word 
restored" in the next to the last line of said section the following: 
Provided, however, That any trust company may become a stockholder 
in a federal reserve bank within the federal reserve district where said 
trust company is situated, and while such trust company continues as a 
member bank under the provisions of the United States 'Federal Reserve 
Act,' approved December twenty-third, nineteen hundred thirteen, or any 
acts in amendment thereof, shall be subject to the provisions of said 
'Federal Reserve -Act* and any amendments thereof relative to bank re- 
serves in substitution for the requirements of this section. Every such 
trust company may have and exercise any and all of the corporate pow- 
ers and privileges which may be exercised by member banks under pro- 
visions of the 'Federal Reserve Act' or any acts in amendment thereof or 
in addition thereto," so that said section as amended shall read as fol- 
lows: 

"Sec. 80. Every trust and banking company having authority to re- 
ceive money on deposit shall at all times have on hand in the lawful 
money or National bank notes of the United States, as a cash reserve, 
an amount equal to at least fifteen per cent, of the aggregate amount 
of its deposits which are subject to withdrawal upon demand or within 
ten days: Provided, That in lieu of such cash reserve, two-thirds of said 
fifteen per cent, may consist of balances payable on demand, due from 
any National bank or trust company created under the laws of this 
State, or from any trust company located in any of the other New Eng- 
land States or New York and approved by the bank examiner in writ- 
ing; and one-third of said fifteen per cent, may consist of the bonds of 
the United States, the District of Columbia and any of the New Eng- 
land States and the States of New York, Pennsylvania, Maryland, Ohio, 
Indiana, Kentucky, Michigan, Wisconsin, Minnesota, Iowa, Illinois, Mis- 
souri, Kansas and Nebraska, the absolute property of such corporation. 
Whenever said reserve shall be below said percentage of such deposits, 
such corporation shall not further diminish the amount of its legal re- 
serve by making any new loans until the required proportion between 
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the aggregate amount of such deposits and its cash reserve shall be 
stored: Provided, however, That any trust company may become a stock- 
holder in a federal reserve bank within the federal reserve district where 
said trust company is situated, and while such trust company continues 
as a member bank under the provisions of the United States 'Federal 
Reserve Act/ approved December twenty-third, nineteen hundred thir- 
teen, or any acts in amendment thereof, shall be subject to the pro- 
visions of said 'Federal Reserve Act,' and any amendments thereof rel- 
ative to bank reserves in substitution for the requirements of this sec- 
tion. Every such trust company may have and exercise any and all of 
the corporate powers and privileges which may be exercised by mem- 
ber banks under provisions of the 'Federal Reserve Act' or any acts in 
amendment thereof or in addition thereto. All provisions of charters in 
conflict with this section are void." 

Massachusetts — May 19, 1914, the Massachusetts 
Legislature enacted a statute authorizing trust companies 
to become member banks under the provisions of the Fed- 
eral Reserve Act, as follows : 

Sec. 1. A trust company which becomes a stockholder in a federal 
reserve bank within the federal reserve district where such trust com- 
pany is situated and while such trust company continues as a member 
bank under the provisions of the United States Federal Reserve Act, 
approved December twenty-third, nineteen hundred and thirteen, or any 
acts in amendment thereof, shall be subject to the provisions of said 
Federal Reserve Act and any amendments thereof relative, to bank re- 
serves, in substitution for the requirements of sections eight, nine and 
ten of chapter five hundred and twenty of the acts of the year nine- 
teen hundred and eight, as amended by chapter three hundred and seven- 
ty-seven of the acts of the year nineteen hundred and ten. Every such 
trust company may have and exercise any and all of the corporate pow- 
ers and privileges which may be exercised by member banks under the 
provisions of said Federal Reserve Act or any acts in amendment there- 
of or in addition thereto. (Ch. 537.) 

There are no State banks, as distinguished from trust 
companies and savings banks, in Massachusetts. 

Michigan — This State has enacted a statute giving to 
State banks the right to purchase stock in a federal reserve 
bank or to do any other act required to be done by a bank 
to become a member bank under the Federal Reserve Act, 
as follows: 

Sec. %. Upon making and filing the articles of incorporation 
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quired by this act the bank shall become a body corporate, and as such 
shall have power: 

Seventh. To exercise by its board of directors or duly authorized 
officers or agents, subject to law, all such power as shall be necessary 
to carry on the business of banking by discounting and negotiating 
promissory notes, drafts, bills of exchange and other evidences of debts, 
by receiving deposits, by buying and selling exchange, coin and bullion, 
and by loaning money on personal and real security, as provided here- 
inafter, to purchase capital stock in a federal reserve bank, or do any 
other act required to be done by a bank to become a member bank under 
the Federal Reserve Act passed by the Sixty-third Congress of the 
United States, or any amendment thereto: Provided, however, That the 
amount of reserve required to be kept on hand by any such bank be- 
coming a member bank under the said Federal Reserve Act shall be as 
fixed by said Federal Reserve Act or any amendment thereto, and not as 
fixed by the provisions of this act; but no such bank shall take or re- 
ceive more than the rate of interest allowed by law in advance on its 
loans and discounts: Provided, That this restriction shall not authorize 
any transaction for a less sum than fifty cents; and no bank shall trans- 
act any business except such as is incidental and necessarily preliminary 
to its organization until it has been authorized by the commissioner of 
the banking department to commence the business of banking. 

Minnesota — March 6, 1915, a statute was enacted au- 
thorizing State banks and trust companies to become mem- 
bers of a federal reserve bank : 

Sec. 1. Any incorporated State bank or trust company may become 
a member of the federal reserve bank of the federal reserve district in 
which said bank or trust company is located and may invest in and hold 
stock therein. 

Sec. 2. This act shall take effect and be in force from and after 
its passage. 

Mississippi — The Mississippi Banking Law, 1914, pro- 
vides in section 64 : 

Banks forbidden to hold Mock in other banks — No part of the stock 
of any bank, except regional reserve banks, doing business in this State, 
shall be owned by any bank under the provisions of this act. 

Missouri — Article II., section 66, of the Banking Laws 
of Missouri, Revision 1915, provides that State banks shall 
have the right — 

To purchase and hold, for the purpose of becoming a member of a 
federal reserve bank, so much of the capital stock thereof as will qualify 
it for membership in such reserve bank pursuant to an act of Congress, 
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approved December twenty-third, nineteen hundred and thirteen, entitled 
the "Federal Reserve Act," and any amendments thereto; to become a 
member of such federal reserve bank, and to have and exercise all pow- 
ers, not in conflict with the laws of this State, which are conferred upon 
any such member bank by the "Federal Reserve Act" and any amend- 
ment thereto. Such member banks and its directors, officers and stock- 
holders shall continue to be subject, however, to all liabilities and du- 
ties imposed upon them by any law of this State and to all the pro- 
visions of this chapter relating to banks. 

Article III., section 127, provides that trust companies 
shall have the right — 

To purchase and hold, for the purpose of becoming a member of a 
federal reserve bank, so much of the capital stock thereof as will qualify 
it for membership in such reserve bank, pursuant to an act of Congress, 
approved December twenty-third, nineteen hundred and thirteen, entitled 
the "Federal Reserve Act." and anv amendments thereto; to become a 
member of such federal reserve bank, and to have and exercise all pow- 
ers not in conflict with the laws of this State, which are conferred upon 
any such member by the Federal Reserve Act. Such trust company and 
its directors, officers and stockholders shall continue to be subject, how- 
ever, to all liabilities and duties imposed upon them by any law of this 
State and to all the provisions of this. chapter relating to trust compa- 
nies. 

Montana — Section 23 of chapter 89, Session Laws of 
1915, of the State of Montana, authorizing any State bank 
to become a member bank, provides : 

Any bank is hereby authorized and empowered to join or associate 
itself with the National Reserve Association of the United States, or 
any branch thereof, and nothing herein contained shall prevent or pro- 
hibit any bank from joining or associating itself with any such associa- 
tion or branch thereof or from investing any part of its capital or sur- 
plus in the stock of such association or any branch thereof, in accord- 
ance with the terms and provisions of the Act of Congress creating such 
association. Any bank joining or associating itself with such association 
or branch shall be permitted to conform to and transact its business in 
accordance with the terms and provisions of the Act of Congress cre- 
ating the same, and the rules and regulations of such association or 
branch thereof. 

Nebraska — A statute was enacted authorizing State 
banks and trust companies to become member banks, as fol- 
lows: 

Any bank or trust company, incorporated under the laws of this 
State, shall have power to subscribe to the capital stock, and become a 
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member of a federal reserve bank created and organized under an Act of 
Congress of the United States, approved December twenty-third, nineteen 
hundred and thirteen, and known as the Federal Reserve Act, and shall 
have power to assume such liabilities and to exercise such powers as a 
member of such federal reserve bank as are prescribed by the provi- 
sions of said act, or amendments thereto; and, so long as such bank 
shall remain a member of the federal reserve system created by said Act 
of Congress, it shall be subject to examination by the legally constituted 
authorities and to all provisions of said Federal Reserve Act and regu- 
lations made pursuant thereto by the Federal Reserve Board which are 
applicable to such banks as members of the federal reserve system; and 
the State authorities may, in their discretion, accept examinations and 
audits made under the provisions of the Federal Reserve Act in lieu of 
examinations required of banks organized under the laws of this State. 

New Jersey — April 14, 1914, the following statute 
(ch. 159) was enacted: 

1. It shall be lawful for any trust company or State bank hereto- 
fore or hereafter incorporated under the laws of this State, to become a 
member of the federal reserve bank, organized or to be organized in the 
federal reserve district in which such trust company or State bank is 
located, under the provisions of the Act of Congress known as the 
Federal Reserve Act, approved December twenty-third, one thousand 
nine hundred and thirteen; and such trust company or State bank may 
subscribe for, purchase, hold and surrender, from time to time, such 
amounts of the capital stock of such federal reserve bank as such trust 
company or State bank may deem advisable or as may be required under 
said Federal Reserve Act, or any amendment thereof, in order to obtain 
and continue such membership, and upon the purchase of such stock, to 
assume the liabilities and become entitled to the benefits recited in said 
Federal Reserve Act. 

2. This act shall take effect immediately. 

New Mexico — June 11, 1915, New Mexico adopted a 
statute as follows: 

Any incorporated State bank may apply to Ihe Federal Reserve 
Board for the right to subscribe to the stock of the federal reserve bank 
organized within the federal reserve district where the applicant bank is 
located and may become a stockholder of such bank and exercise all of 
the powers of member banks in accordance with the provisions of the 
Act of Congress entitled "Federal Reserve Act," approved December 
28, 1918. 

North Dakota — The last session of the North Dakota 
Legislative Assembly amended section 5187 of the Com- 
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piled Laws of 1913 to read as follows, permitting State 
banks to become member banks : 

No bank shall as principal employ its money or other of its assets, 
directly or indirectly, in trade or commerce, nor employ or invest any of 
its assets or funds in the stock of any corporation, bank, partnership, 
firm or association, nor shall it invest any of its assets in speculative 
margins of stocks, bonds, grain, provisions, produce or other commodi- 
ties, except that it shall be lawful for banks to make advances for grain 
or other products in store or in transit to market, Provided, nevertheless, 
that this act shall not be construed as in any way preventing a bank 
from investing such part of its funds in stock of the federal reserve 
bank of this district as may be necessary to become a member of the 
Federal Reserve Association and from carrying such stock among its 
assets. 

Ohio — Subsections 1, 2 and 3 of section 9764 were 
amended to read as follows, permitting State banks to be- 
come member banks and authorizing National banks to act 
as trustee and registrar: 

Sec. 1. Wherever the term "State bank" is used in this act the said 
term shall be held to include every corporation or association having the 
power to receive and receiving money on deposit, chartered or incor- 
porated under any general or specific law of Ohio, but shall not include 
building and loan associations; and wherever the term "Federal Reserve 
Act" is used in this act the same shall be held to mean the Act of the 
68rd Congress of the United States entitled "An act to provide for the 
establishment of federal reserve banks, to furnish an elastic currency, to 
afford means of rediscounting commercial paper, to establish a more ef- 
fective supervision of banking in the United States, and for other pur- 
poses," approved by the President of the United States on December 
28rd, 1918. 

Sec. 2. Every State bank, in addition to the powers, rights and 
privileges possessed by it under the laws of Ohio shall have the right 
and power to become a member bank under the Federal Reserve Act 
upon the terms and conditions set forth in said Federal Reserve Act, or 
hereafter provided by law, in order to become a member bank as con- 
templated by said Federal Reserve Act. Every State bank which be- 
comes a member bank shall have the right and power to do everything 
required of or granted by said Federal Reserve Act to member banks 
which are organized under State laws; and compliance by State banks 
with the reserve requirements of said Federal Reserve Act shall be ac- 
cepted in lieu of the reserve requirements provided by the laws of Ohio. 
Nothing contained in this section of this act shall in any way or man- 
ner affect or have reference to State banks which do not become member 
banks under said Federal Reserve Act except as provided in this act. 
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Sec. 8. No State bank or National bank shall act as administrator, 
executor, trustee or registrar of stocks and bonds in this State : Provided, 
however, that trust companies organized under the laws of Ohio shall 
have the same powers in the acceptance and execution of trusts which 
are now conferred upon them by law, and other State banks and Na- 
tional banks may have the same powers in the acceptance and execution 
of trusts which are now conferred by law upon trust companies, upon 
such State banks and National banks complying with all the require- 
ments, regulations and conditions imposed by the laws of Ohio upon 
trust companies in the matter of the acceptance and execution of trusts. 

Oregon — Section 4576 of Lord's Oregon Laws has been 
amended by the 1915 Legislative Assembly to read as fol- 
lows: 

Sec. 4576 * * * (d) Hereafter no State bank shall invest any of its 
assets in the capital stock of any other corporation except in the capital 
stock of a federal reserve bank, and except such as it may acquire or 
purchase to save a loss on preexisting debt, and stocks so acquired or 
purchased shall be sold within twelve months from the date acquired or 
purchased : Provided, that a further time may be granted by the Superin- 
tendent of Banks. 

South Caeolina — February 18, 1914, an act was 
passed authorizing State banks and trust companies to be- 
come member banks. It provides: 

1. That any bank, banking association or trust company chartered 
and engaged in the banking business under the laws of this State may 
associate itself with any national reserve association of the United States, 
or any branch thereof under any law now existing, or hereafter enacted 
by the Congress of the United States; and may invest such part of its 
capital or surplus therein as may be necessary to acquire and preserve 
its membership in such association. 

2. That all acts or parts of acts inconsistent herewith be, and the 
same are, repealed. 

South Dakota — March 6, 1915, a statute then enacted 
authorizing National banks to act as trustee, executor, ad- 
ministrator, or registrar of stocks and bonds provides that — 

Sec. 1. It shall be lawful for National banks when authorized by 
the laws of the United States to act as trustee, executor, or administrator 
of estates or trusts or as registrar of stocks and bonds: Provided fur- 
ther, that State banks may act in similar capacity under such rules and 
restrictions as the Department of Banking and Finance may prescribe. 
Sec. 2. All acts or parts of acts in conflict with the provisions of 
this act are hereby repealed. 
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Article II., section 36, of the Bank Guaranty Law, also 
enacted in the year 1915, provides in part that — 

Any bank organized under the laws of this State may become a 
member of a federal reserve bank, pursuant to the provisions of the Fed- 
eral Reserve Act and any Act of Congress supplemental thereto or 
amendatory thereof, and after becoming such member and shareholder 
it may comply with, and shall be subject to said Federal Reserve Act 
and such other Acts of Congress, anything in the laws of this State to 
the contrary notwithstanding. 

Texas — Senate bill No. 5, adopted by the third called 
session of the Thirty-third Legislature, provides in section 
1 that- 
All banks or bank and trust companies incorporated under the laws 
of Texas shall have authority to become members of federal reserve 
banks under the terms and limitations as may be prescribed by the laws 
of the United States and such rules and regulations relative thereto as 
may be promulgated by lawful authority. 

The act further specifies the reserve requirements by 
which State banks which become members of a federal re- 
serve bank shall be governed. They are similar to those of 
section 19 of the Federal Reserve Act, 

It also provides in the act that — 

State banks becoming members of a federal reserve bank shall have 
authority to conform to the Federal Reserve Law now, or as hereafter 
enacted, and all rules and regulations promulgated relative thereto by 
lawful authoritv; and shall likewise be subject to all limitations of law 
and to such rules and regulations now or hereafter enacted or promul- 
gated. 

Other sections of the act state in detail as to State banks 
becoming members. 

Utah — Chapter 47, section 1, Session Laws of 1913, 
provides that — 

Sec. 1. Holding stock in other corporations lawful — Proviso. — That 
any bank or loan, trust, and guaranty company or association, organized 
under the laws of the State of Utah, may purchase, own, hold, and sell 
or otherwise dispose of any of the shares of the capital stock of any 
other bank, loan, trust, and guaranty association or other corporation; 
provided such purchase shall be authorized by the executive committee 
and approved by the board of directors; and in case the purchase is of 
stock in any other banking corporation the approval of said purchase 
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must also be had from the State Bank Commissioner: And provided fur- 
ther, That nothing in this act shall be so constructed (construed) as to 
permit the establishment, maintenance or control of any branch bank or 
loan, trust or guaranty company in the State. 

Vermont — At the last session of the Legislature a law 
was enacted providing that National banks may act as 
trustee, executor, administrator, and registrar of stocks and 
bonds. 

Virginia — March 2, 1914, a law was adopted authoriz- 
ing State banks to become member banks, it was provided — 

That the banks heretofore and hereafter chartered by the State of 
Virginia, be and they are hereby empowered to become member banks of 
the federal reserve banks of the United States, as authorized by an Act 
of Congress entitled "An act to provide for the establishment of federal 
reserve banks, to furnish an elastic currency, to afford means of redis- 
counting commercial paper, to establish a more effective supervision of 
banking in the United States," and for other purposes, approved De- 
cember twenty- third, nineteen hundred and thirteen; or as may be au- 
thorized by any amendment to said Act of Congress: Provided, That 
nothing herein contained shall be construed as requiring said State banks 
to become such member banks. 

Inasmuch as it is of the greatest importance that State banks may 
have the right to subscribe at the earliest possible moment to the stock 
of federal reserve banks, an emergency exists and this act shall take 
effect from and after its passage. 

In an act approved March 27, 1914, authorizing Na- 
tional banks to act as trustee, executor, administrator, or 
registrar of stocks and bonds, it was provided — 

That all National banks which have been, or hereafter may be, per- 
mitted by law to act as trustee and in fiduciary capacities, shall have all 
the rights, powers, privileges and immunities conferred upon trust com- 
panies by an act of the General Assembly of Virginia, entitled "An acf 
to provide how trust companies may be incorporated, and to provide for 
general powers for the purpose of doing a trust business in this State 
in addition to a general banking business." 

Washington — Section 3324 of Remington and Ballin- 
ger's Annotated Codes and Statutes of Washington was so 
amended by the 1915 session of the Legislature as to read 
as follows: 
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The shares of stock of such incorporated bank shall be deemed per- 
sonal property and shall be transferred on the books of the bank in such 
a manner as the bylaws thereof shall direct. No bank shall be the pur- 
chaser of its own capital stock, or accept its capital stock, or any part 
of it, as security for loans. No bank shall subscribe for or purchase 
the stock of any other banking corporation, except a federal reserve 
bank of which such bank shall become a member, and. then only to the 
extent required by such federal reserve bank. 

Section 3346 of Remington and Ballinger's Annotated 
Codes and Statutes of Washington was amended in order 
to authorize National banks to act as trustee, executor, ad- 
ministrator, and registrar of stocks and bonds. It is pro- 
vided — 

That National banks, having a paid-up capital of $50,000 or more 
when authorized or permitted so to do by or under any act of the Con- 
gress of the United States j may exercise any of the powers conferred 
upon trust companies organized under this act. — (Chap. 88, Laws 1915.) 

Although in the following named States there has been 
no legislation enabling their banks to subscribe for stock in a 
federal reserve bank, the State authorities have ruled that 
their banks may subscribe for such stock under the present 
statutes: Alabama, Arkansas, Delaware, Georgia, Illinois, 
Indiana, Kansas, Maryland, North Carolina, Pennsylvania, 
Tennessee, Wisconsin, and Vermont. The State authori- 
ties have ruled in Montana and Rhode Island that trust 
companies, as distinct from State banks, are eligible to sub- 
scribe for stock in a federal reserve bank, but that State 
banks are ineligible. 

No statutes authorizing State banks to subscribe for 
stock in a federal reserve bank or to the eligibility of Na- 
tional banks to act as trustee, executor, administrator, or 
registrar of stocks and bonds have been enacted in the 
States of Alabama, Arizona, Arkansas, Connecticut, Dela- 
ware, Florida, Georgia, Illinois, Kansas, Louisiana, Mary- 
land, New Hampshire, Nevada. Oklahoma, Pennsylvania, 
Rhode Island and Tennessee. 

To summarize, the following is a list of States which 
have enacted laws expressly authorizing any State bank to 
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become a member bank : California, Idaho, Iowa, Kentucky, 
Louisiana, Maine, Massachusetts, Michigan, Minnesota, 
Mississippi, Missouri, Montana, Nebraska, New Jersey, 
New Mexico, New York, North Dakota, Ohio, Oregon, 
South Carolina, South Dakota, Texas, Utah, Virginia and 
Washington. 

Semi-Annuai. Assessment by Federal Reserve Board 

June 19, 1915, the Federal Reserve Board sent to each 
of the twelve federal reserve banks copies of a resolution 
levying an assessment against them of a tenth of one per 
cent, on their gross capital, to meet the estimated gen- 
eral expenses in connection with the work of the board. 

The expenses of the office of Comptroller of the Cur- 
rency in salaries alone during the past fiscal year were 
$136,000, according to the last annual report of the comp- 
troller. The expenses of dies, etc., incurred in the comp- 
troller's office amounted to $543,000 more. The expenses 
of the Federal Reserve Board are but slightly in excess of 
the expenses of the comptroller's office. The first assess- 
ment was made November 2, 1914, for $431,768.40. This 
amount carried the expenses for printing the federal reserve 
notes. Since then arrangements have been made whereby 
each bank pays for its own notes. The basis of estimate 
is the capital stock allotted to member banks figured at its 
full value of about $108,390,000. 

First Branch Authorized by the Federal Reserve 

Board 

June 24, 1915, the first branch authorized by the Fed- 
eral Reserve Act was established by the Federal Reserve 
Board. This was done at the request of the Federal Reserve 
Bank of Atlanta to open a branch at New Orleans. No 
definite assignment of territory to the branch is made, but 
the board's statement is that it is intended to assign the 
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branch to member banks in Louisiana, Mississippi and 
Alabama. 

The branch is authorized to conduct only operations in 
the discount and purchase of commercial paper and accept- 
ances and those relating to clearing collections and ex- 
change transactions, and transfer of funds. Transactions 
will be considered as the transactions of the Reserve Bank 
of Atlanta and reported in the statements of the latter. 

"While the board," says the statement, "has carefully 
considered the principles which should be observed in open- 
ing a branch, it is not ready at this time to promulgate any 
general rules applicable to other points, as it regards the 
proposition as somewhat experimental. It is felt that the 
experience gained in this case will have an important bear- 
ing upon the future development of the branch bank idea." 

The New Orleans Clearing House Association has un- 
dertaken to make good for the first year of operation of the 
branch any difference between expenses and revenues. 

Proposed Restriction Upon TTse of Federal Reserve 

Notes 

June 30, 1915, the Labor's National Peace Council 
asked, through its general counsel, the Federal Reserve 
Board, to place a restriction upon the use of federal reserve 
bank notes. This request was to the effect that no federal 
reserve notes shall be issued to a bank which may issue them 
in connection with anv transaction involved with the sale of 
munitions of war. It was stated that the immediate prob- 
lem was connected with the placing of a war loan of 
$50,000,000 to France and another of $150,000,000 for 
Great Britain. It was claimed that as international law 
forbids a neutral nation to issue a war loan to any bel- 
ligerent or to supply instruments of war, the federal re- 
serve banks, as branches of the United States Government, 
would involve our country in a breach of neutrality should 
their notes be used in financing war loans or contracts for 
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supplies of a military character. It was urged on the Fed- 
eral Reserve B6ard that its regulations in regard to dis- 
counts be amended so as to forbid advances of money in 
any form where it is certain that such advances are in the 
interest of any belligerent power and where the amount in- 
volved is in excess of $50,000 to require an affidavit as to 
the uses to which the money is to be put. It was also 
asked that a circular be sent to all reserve banks and mem- 
ber banks making plain that the Federal Reserve Board dis- 
approves of making discounts or loans in any manner for 
war purposes. 

It was not understood that the request of the National 
Peace Council concerns itself in any way with acceptance 
or that a federal reserve bank had been called upon to dis- 
count an acceptance arising out of a sale of military supplies 
to belligerents. The case may, however, be regarded as 
analogous to one in which the Government should pay its 
bills only upon the express stipulation that the money re- 
ceived by the creditor should be devoted only to certain pur- 
poses. 

A second issue of a considerably larger scope is involved 
in the question whether a federal reserve bank is a govern- 
ment institution. With the exception of such deposits as 
the Government may make with federal reserve banks, every 
dollar involved in their transactions is owned privately. 
To a material degree member banks are private institutions. 
The capital of the regional banks is all supplied by the 
member banks and of the Board of Governors of each bank 
the member banks select six and the Federal Reserve Board 
appoints three. While the members of the Federal Reserve 
Board are appointed by the President, only two out of 
seven, the Secretary of the Treasury and the Comptroller 
of the Currency, are ex-officio members. 

It may be added that the National Peace Council 
claimed that the federal reserve banks by section 7 of the 
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Federal Reserve Act are constituted a part of the Govern- 
ment, because the Government is entitled to the profits of the 
banks above six per cent, as a franchise tax. 

*End of Axdrich-Vreei^and Act 

June 30, 1915, the Aldrich-Vreeland Emergency Cur- 
rency Law ended. It was enacted May 80, 1908, as an 
amendment to the National Bank Act. It was reenacted by 
section 27 of the Federal Reserve Act. This amendment 
provided the country with a temporary means of financial 
protection, pending the adoption of the Federal Reserve 
Act, and it was to have expired on June 80, 1914, after an 
existence of seven years. During these seven years its use 
was never once required. The foregoing mentioned section 
was extended for one year by section 27, to the end that the 
new banking law should not be entirely unsupported when 
it came into existence. Undoubtedly the Aldrich-Vreeland 
Act saved the country from a disastrous panic following the 
outbreak of the European war. 

The original bill for this act, as drawn by Senator 
Aldrich, provided only for the issue of emergency currency 
by the Secretary of the Treasury, against deposits of mu- 
municipal and State bonds. The House amended it by pro- 
viding for other issues through currency associations, based 
upon commercial paper, the idea that had been illustrated 
by the clearing house issues of 1907. Neither Senator 
Aldrich nor Mr. Vreeland, who, as chairman of House Com- 
mittee on Banking and Currency, drafted the amendment, 
regarded the act as anything more than a temporary expe- 
dient, and the act carried a provision for a National Mone- 
tary Commission to devise a system. Wiseacres who aim 
to oppose everything that the bankers favor, were violently 
opposed to the Aldrich-Vreeland law. A desperate effort 
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was made to talk the measure to death in the Senate, and 
it was denounced as the sum of all financial villainies, but 
as has been stated, upon the one occasion when it was used 
the law rendered very great service to the country. 

Immediately after the Secretary of the Treasury's 
memorable conference with the bankers of New York City, 
August 1, 1914, the notes authorized by the statute began 
to be issued. 

Under the terms of the law, $500,000,000 of notes 
had been placed in the Treasury at Washington. Printed 
on large uncut sheets, the notes were stored in vaults, which, 
it was expected, would not be opened until the time when 
the notes would be destroyed in accordance with the statute. 
The same were taken out August 2, 1914, and distributed 
to the National banks. Some of the clerks, whose only idea 
was speed, cut the sheets very hastily on which the notes 
were printed and rubber-stamped them with the bank of- 
ficers' names; this is the reason that so many of them had 
oblong shapes and were insufficiently dried. 

August 8 the amount approved by the Secretary of the 
Treasury for issuance had reached $100,068,350. This 
amount was increased on September 5 to $240,979,960, on 
October 8 to $844,779,640, on November 7 to $879,060,715. 
February 18, 1915, the aggregate approvals had reached 
$886,444,215, but by that time $341,067,073.22 of the total 
amount issued had been retired, leaving the net amount out- 
standing at that date only $45,377,141.78. The maximum 
amount outstanding at any time was reached the latter part 
of October; the redemptions began in the middle part of 
that month. November 28, $101,602,066 had been retired; 
December 26, 1914, redemptions had amounted to $217,- 
101,614; January 2, 1915, the total redemptions had 
amounted to $238,698,483; February 6, $326,203,992; 
March 6, $854,597,268; April 3, $368,987,024; May 1, 
$876,097,462, and $380,701,044 on June 5, 1914. 
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The volume of notes outstanding at the end of each 
month, with the current tax rates, is stated in the following 
table: 

Per Cent. 
Date Outstanding Tax 

October 81, 1914 $868,551,065 8 

November 30, 1914 242,000,000 Sy 2 

December 31, 1914 150,886,692 4 

January, 1915 65,000,000 4% 

February 27, 1915 81,000,000 5 

March 31, 1915 18,000,000 5% 

April 30, 1915 8,568,000 6 

May 81, 1915 2,508,900 6 

The currency was issued to forty-one different associa- 
tions, which were organized in forty States. The emergency 
currency issued last year has practically all been retired; less 
than $500,000 remain to be automatically retired by rea- 
son of the expiration of the Aldrich-Vreeland statute. In 
the event of another emergency similar to that which oc- 
curred in August, 1914, the notes of the federal reserve 
system will serve precisely the same purpose as those issued 
under the Aldrich-Vreeland law. Section 10 of the Federal 
Reserve Act provides that notes are to be issued under the 
same conditions as those issued by the National banks, ex-, 
cept that the issue of notes is to be limited to the capital 
stock of each federal reserve bank. 

It may be added that all the federal reserve notes have 
been printed. 

Gold Settlement Fund 

July 1, 1915, the Federal Reserve Bulletin gave a sum- 
mary of the gold settlement fund from May 19 to June 24, 
1915, inclusive. 

A total of $18,450,000 had been deposited up to the time 
of the second settlement, made on the morning of May 27 f 
1915. As a result of this settlement the balances of several 
federal reserve banks fell below the required amount of 
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$1,000,000 each, and additional gold deposits were made to 
the amount of $4,400,000, increasing the gold in the fund to 
$22,850,000. After the settlements of June 10 and 17 addi- 
tional gold deposits were required, and the amount of gold 
held in the fund has thus been increased to $30,540,000, at 
which figure it stood at the close of business June 24, 1915. 
Every Wednesday evening each federal reserve bank is 
required to telegraph to the Federal Reserve Board the 
amount due from it to each other federal reserve bank. 
These telegrams are in the hands of the board Thursday 
morning, and the figures given are then assembled on a 
sheet known as "the checkerboard," which has the names of 
federal reserve banks at the head of twelve columns and 
also at the left-hand margin. From the telegram of each 
bank the amounts which it reports due to other federal re- 
serve banks are listed in the proper columns under the 
names of the other banks, the total being entered at the 
right margin, and each horizontal column thus shows 
amounts and total which the federal reserve bank owes'to all 
the other reserve banks. When the figures from the twelve 
telegrams have been entered, the vertical columns show the 
amounts and total due from other federal reserve banks to 
the reserve bank named at the head of each column. Each 
bank is then charged with the amount due to other federal 
reserve banks and credited with the amounts due to it from 
them, the net amount to its debit or credit being carried to 
its account on the books of the gold settlement fund. A 
statement is telegraphed to each bank giving the amounts 
which other federal reserve banks report due it, and the 
net amount by which it is debtor or creditor at the clearing. 
Upon receipt of this telegram it charges the accounts of 
other federal reserve banks for the amounts it has reported 
due to them, and credits their accounts with the amounts 
which they have reported due to it, the obligations in each 
case having been extinguished by the operation of settling 
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and the transfer of title to gold held in the gold settlement 
fund. 

The Federal Reserve Board has agreed to pay to the 
Treasurer of the United States from the gold settlement 
fund sums in multiples of $10,000 for the credit of any re- 
serve bank's gold redemption fund with the Treasurer of 
the United States. 

Trade Acceptances and Banker's Acceptances Defined 

July 22, 1915, the New York Federal Reserve Bank de- 
fined trade acceptances and banker's acceptances in the fol- 
lowing statement: 

The trade acceptance is a draft drawn by one commercial house 
upon another commercial house, and payable by the latter, while the 
banker's acceptance is a draft drawn on a banker and payable by such 
banker. It carries with it the credit of the bank and sells readily in the 
open market at the lowest rates. The trade acceptance carries with it 
only the credit of a commercial house and the rate of three and one- 
half per cent, j ust established, relates only to its rediscount at the federal 
reserve bank by a member bank. 

Trade Acceptances Discount at Three and One-Half 
Per Cent, by New York Federal Reserve Bank 

July 22, 1915, the New York Federal Reserve Bank es- 
tablished a rate of three and one-half per cent, for the re- 
discount by member banks of trade acceptances. This 
action was had by reason of the insistence of the officers of 
the New York bank. The former rate was four per cent. 

"The establishment of a rate of three and one-half per 
cent, for double-name paper as against a four per cent, 
rate for ordinary rediscounts," said the New York board in 
its announcement, "is evidence of the desire of the bank to 
facilitate, wherever it may prove more advantageous and 
economic than present practice, the creation of paper drawn 
by the seller on the purchaser of goods." 

It may be added that this is the first rate of the kind 
announced. 



AND COGNATE STATUTES 101 

Members of the Federal Reserve Board in Washington 
stated that the rate was made lower than the ordinary com- 
mercial paper rate to encourage discounts of trade accept- 
ances. 

A Plan to Provide for Transfers Between Districts 

July 1, 1915, the Bulletin of the Federal Reserve Board 
made a statement to the effect that when the board had pre- 
viously announced decisions in the redistricting cases it was 
stated that the decisions should become effective July 1, 
1915. It was also stated that a plan would be made to pro- 
vide a method of surrendering stock in the reserve banks 
from which the member banks were transferred, of taking 
out new stock in the reserve banks to which they were trans- 
ferred, and of bringing about a settlement of capital stock 
and reserve accounts between the two federal reserve banks 
affected by each such transfer. June 16, 1915, forms of 
procedure were forwarded to the six federal reserve banks 
affected by the redistricting decisions, as follows : 

Sir: Upon review of the decision of the Reserve Bank Organiza- 
tion Committee the Federal Reserve Board has entered an order effective 
from July 1, 1915, readjusting districts Nos. 4 and 5, as a result of 
which your bank will, after that date, be ineligible to hold stock in the 
Federal Reserve Bank of Richmond, but will be eligible to membership 
in the Federal Reserve Bank of Cleveland. In order to comply with the 
terms of the order referred to you are requested to have your board of 
directors adopt, on or before July 1, the inclosed resolutions covering 
surrender of your stock in the Federal Reserve Bank of Richmond and 
application for stock in the Federal Reserve Bank of Cleveland. When 
this has been done a certified copy should be forwarded to the Federal 
Reserve Bank of Cleveland. Two copies of the resolution are inclosed 
so that you may have a duplicate for your files. 

For convenience the necessary operations have been arranged in the 
following order: 

(1) Adopt the resolutions above referred to and send certified copy 
to the Federal Reserve Bank of Cleveland. 

(2) Send to the Federal Reserve Bank of Cleveland, with a certi- 
fied copy of the resolutions, all receipts issued and sent to you for pay- 
ments made by you on account of your subscription to the capital stock 
of the Federal Reserve Bank of Richmond. 
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(8) Execute and send to the Federal Reserve Bank of Cleveland 
the necessary order authorizing the Federal Reserve Bank of Richmond 
to remit to the Federal Reserve Bank of Cleveland, on your behalf, the 
net amount hereinbefore paid by you on account of your subscription to 
the capital stock of the Federal Reserve Bank of Richmond. This pay- 
ment will be applied by the Federal Reserve Bank of Cleveland on your 
subscription to the capital stock of said bank. Upon receipt of this pay- 
ment the Federal Reserve Bank of Cleveland will execute and forward 
to you its temporary receipt for the amount so paid. 

(4) At the close of business on June 80, 1915, for the purpose 
of transferring reserve balance from the Federal Reserve Bank of Rich- 
mond to the Federal Reserve Bank of Cleveland, please send to the Fed- 
eral Reserve Bank of Cleveland for vour credit vour draft on the Fed- 
eral Reserve Bank of Richmond for the balance as shown on your books. 

(5) Please fill out Treasury Department Form B-2149 prescribing 
method of calculation of reserve as at the close of business June 80, 
1915, and send it to the Federal Reserve Bank of Cleveland. The Fed- 
eral Reserve Bank of Richmond will send statement of your account at 
the close of business June 80, 1915, and will reconcile it in the usual 
manner. 

(6) Inasmuch as the six per cent, dividend provided for by statute 
is cumulative, the Federal Reserve Bank of Richmond will issue to you 
an accrued dividend certificate. This certificate will entitle you to re- 
ceive interest on your cash-paid subscription at the rate of six per cent, 
per annum, to be computed from the dates of your cash payments to the 
date of the surrender of your stock, and to be paid to you when the 
earnings of the Federal Reserve Bank of Richmond justify the payment 
of accrued dividends to its stockholders. 

Kindly note that all of the above papers are to be sent to the Fed- 
eral Reserve Bank of Cleveland. Respectfully, 

Federal Reserve Bank of Richmond, 

By , Governor. 

Federal Reserve Bank of Cleveland, 

By , Governor. 

At a meeting of the board of directors of the of 

dulv called and held on the dav of , 191 — . the fol- 

lowing resolution was offered and duly adopted: 

"Whereas this bank has subscribed to shares of the cap- 
ital stock of the Federal Reserve Bank of Richmond, pursuant to a res- 
olution adopted by its board of directors on the day of 

, 1914, in accordance with the provisions of the Act of Con- 
gress approved December 28, 1918, and known as the Federal Reserve 

Act, has paid on account thereof in installments the sum of $ , 

said sum being 50 per cent, of the par value of said shares; 
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"And whereas, according to the certificate filed April 2, 1914, by the 
Reserve Bank Organization Committee with the Comptroller of the Cur- 
rency, designating the several federal reserve cities and defining the 
geographical limits of the districts to be respectively served by the fed- 
eral reserve banks located in said cities, this association was at that 
time located in district No. 5, which district is served by the Federal Re- 
serve Bank of Richmond; 

"And whereas the Federal Reserve Board under the authority grant- 
ed to it by section 2 of the said Federal Reserve Act has by resolution 
adopted May 4, 1915, ordered that Federal reserve district No. 4 shall 
be modified and extended so as to include on and after July 1, 1915, 
the counties of Tyler and Wetzel, in the State of West Virginia, which 
said counties have heretofore been included in Federal reserve district 
No. 5; 

"And whereas this association is located in the county of •- 

in the State of West Virginia, said county being one of the two counties 
transferred by said resolution and order from district No. 5 to district 
No. 4: Now, therefore be it 

"Resolved, That the president or vice-president and cashier of this 
association be, and they are hereby, authorized, empowered, and directed 
to make application to the said Federal Reserve Bank of Richmond for 
the cancellation of said shares of stock heretofore al- 
lotted to this bank and for the refund of all payments made thereon; 
and be it further 

"Resolved, That the president or vice-president and cashier of this 
association be, and they hereby are, authorized, empowered, and directed 

to make application for and to subscribe to shares of the par 

value of $100 each of the capital stock of the Federal Reserve Bank of 
Cleveland, to pay for such stock in accordance with the provisions of the 
said Federal Reserve Act, and to take any other action necessary or de- 
sirable to the accomplishment of the said readjustment." 

I hereby certify that the foregoing is a true and correct copy of a 
resolution passed by the board of directors of this association on the 
date specified. 



9 

Cashier. 

Pursuant to the foregoing resolution, the , of , 

hereby makes application for the cancellation of shares of 

stock of the Federal Reserve Bank of Richmond heretofore allotted to it, 
and for the refund of such cash payments as this bank may be entitled 
to under the provisions of section 5 of the Federal Reserve Act. 

Pursuant to foregoing resolution, the hereby subscribes to 

and makes application for shares of the capital stock of the 

Federal Reserve Bank of Cleveland of the par value of $100 each 
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amounting to $ , and agree to pay for same in accordance with 

the provisions of the Federal Reserve Act. 

[seal.] of 

Bv , President. 

, Cashier. 



We, the undersigned, hereby certify that this bank has an unim- 
paired capital of $ — and surplus of $ , as shown by its 

books at the close of business on the day of , 1915. 

(To be signed by three or more directors.) 



y 

Directors. 
Location of Applying Bank 

City or town 

County 

State 

Certificate of Federal Reserve Agent 

The foregoing application for the surrender of stock in the Fed- 
eral Reserve Bank of Richmond has been examined and the statement 
of the number of shares allotted to the applying bank has been verified. 

I recommend that shares of stock be accepted for cancellation, 

and that the cash subscriptions already paid for this surrendered stock 
be returned. 



Federal Reserve Agent, 
Federal Reserve Bank of Richmond. 

Certificate of Federal Reserve Agent 

The foregoing application for shares of stock in the Fed- 
eral Reserve Bank of Cleveland has been examined and checked. The 
amount of stock applied for is equal to six per cent, of the capital and 
surplus of the applying bank as shown by certified statement of direct- 
ors. I recommend that shares of stock be allotted to it by the 

Federal Reserve Board. 



Federal Reserve Agent, 
Federal Reserve Bank of Cleveland. 

Certificate of Approval 

The foregoing application for the surrender of shares of 

stock in the Federal Reserve Bank of Richmond, and for the allotment 

f shares of stock in the Federal Reserve Bank of Cleveland, 

has been approved by the Federal Reserve Boird. 



Secretary, Federal Reserve Board. 
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Record of Entry 

The foregoing application has been duly entered on the records of 
the Federal Reserve Board. 



Bookkeeper. 

, 191—. 

Sample Form 

, 191—. 

Federal Reserve Bank of Richmond, Richmond, Va % 

Dear Sirs: In accordance with resolution of the Federal Reserve 
Board, dated May 4, 1915, transferring this bank from district No. 5 
to district No. 4, and with the resolutions of the board of directors of 

this bank, dated , 1915, this bank has applied for cancellation 

of its shares of stock of the Federal Reserve Bank of Rich- 
mond and has applied for shares of the stock of the Federal 

Reserve Bank of Cleveland. 

To facilitate these transactions you are hereby authorized and re- 
quested to pay to the Federal Reserve Bank of Cleveland on account of 
our subscription to the capital stock of that bank $ , represent- 
ing the net amount paid by us on account of our subscription to 
shares of your capital stock. Yours very truly, 



President or Cashier. 

June 18, 1915, an authorization was sent to the federal 
reserve banks affected to proceed with arranging the trans- 
fer. 

Digest of Warehouse Statutes Prepared by the Fed- 
eral Reserve Board 

September 1, 1915, the Federal Reserve Board prepared 
a digest of the statutes affecting warehouse receipts in the 
succeeding named States, as follows : 

Alabama — Warehouse receipts not stamped "not negotiable" may be 
transferred by indorsement and any person to whom they are transferred 
must be deemed and taken to be the owner of the things or property 
therein mentioned as far as to give validity to any pledge, lien, or trans- 
fer, made or created by any person, with the exception of following: 

(1) Lien of landlord for rent or advances. 

(2) Lien created by contract, of which notice is given by registra- 
tion as prescribed by law. 

Arizona — Warehouse receipts are made negotiable by law and the 
holder is deemed the owner and in actual possession of property covered 
by receipt. Hence, he is protected against subsequent liens. 
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Arkansas — The holder of a negotiable receipt acquires such title to 
the goods as the person negotiating the receipt to him had, or had the 
ability to convey, to a purchaser in good faith and for value, and, also 
such title to the goods as the depositor or person to whose order the 
goods were to be delivered by the terms of the receipt had, or had the 
ability to convey to a purchaser in good faith for value and the direct 
obligation of the warehouseman to hold possession of the goods for him 
according to the terms of the receipt. Title subject to lien of landlord 
or laborer with or without notice on part of purchaser that crop was 
grown on leased premises. Transferee of receipt gets no greater right 
than purchaser of cotton where it is actually delivered. 

Florida — Warehouse receipt negotiable by indorsement, which shall 
transfer to indorsee title, right of possession, and remedies of each in- 
dorsee Such receipt may be deposited as collateral security. Does not 
make bailee warrantor of title. 

Georgia — Title to cotton in bonded public warehouses passes to 
purchaser or pledgee of warehouse receipt by delivery of receipt prop- 
erly indorsed. 

Note. — Bill pending before present legislature with a reasonable prospect 
of early passage. 

Illinois and Missouri — The holder of a negotiable receipt acquires 
such title to the goods as the person negotiating the receipt to him had, 
or had the ability to convey, to a purchaser in good faith and for value, 
and also such title to the goods as the depositor or person to whose order 
the goods were to be delivered by the terms of the receipt had, or had 
the ability to convey to a purchaser in good faith for value and the di- 
rect obligation of the warehouseman to hold possession of the goods for 
him according to the* terms of the receipt. Transferee of receipt has no 
greater rights than purchaser where cotton actually delivered. Land- 
lord's lien is good against transferee if he had knowledge that crop 
was grown on leased premises or if he had information which, if fol- 
lowed, would have furnished him such knowledge. 

Indiana and Kentucky — Warehouse receipts are negotiable and 
transferable by indorsement, in blank or by special indorsement, and 
with like liability as bills of exchange now are and with like remedy 
thereon. Transferee of receipt has no greater rights than purchaser of 
cotton where actual delivery is made. Landlord's lien is good against 
transferee if he had knowledge that crop was grown on leased prem- 
ises or if he had information which, if followed, would have furnished 
him such knowledge. 

Louisiana — Public warehouse receipts are negotiable and transfer- 
able by indorsement in blank or by special indorsement and delivery in 
the same manner and to same extent as bills of exchange and promissory 
notes without other formality, and transferee or holder has such right 
and title therein and to property represented thereby as transferrer or 
depositor of the goods had, subject to lien of warehouseman for storage 
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or other warehouse charges. Holder of negotiable receipt would there- 
fore hold product as against any subsequent lien holder. Unlawful to 
levy on warehouse goods after negotiable receipt issued against same. 

Mississippi — Warehouse receipt shall be conclusive evidence in the 
hands of a bona fide holder for value, whether by assignment, pledge, or 
otherwise, as against the person or corporation issuing the same that the 
property has been so received and shall entitle such bona fide holder for 
value of such receipt to a delivery of the property so stored or depos- 
ited or to the value thereof, Landlord's lien is good against purchaser 
of crop grown on leased premises with or without notice on part of pur- 
chaser that crop was so grown. 

North Carolina — All warehouse receipts are valid and binding in 
the hands of all bona fide holders for value without registration, and 
when receipt is negotiable — i. e., has not word "non-negotiable" on face 
— title to commodity shall pass to a purchaser or pledgee by indorse- 
ment and delivery to hiin of receipt. Pledgee of warehouse receipt ob- 
tains a first Ben on commodity, subject to be displaced by following 
causes: 

(1) Depositor did not have good title. 

(2) Valid lien on goods existing at time of deposit. 

(8) General creditor of original depositor who has acquired stat- 
utory or contract lien against such depositor prior to date of deposit. 

(4) Non-existence of commodity in warehouse, for which, how- 
ever, warehouseman is liable. 

Oklahoma — Public warehouse receipts are negotiable and transfer- 
able by indorsement in blank, or by special indorsement and delivery, in 
the same manner and to the same extent as bills of exchange and prom- 
issory notes, without other formality ; and the transferee or holder of re- 
ceipt shall be considered and held as the actual and exclusive owner to 
all intents and purposes, subject only to the charges of warehouseman 
for storage, etc. Transferee holds product as against subsequent lien 
holder, and products covered by receipt are not subject to attachment, 
garnishment, or execution. 

South Carolina — Negotiable warehouse receipts — i. e., those not 
having word "non-negotiable" on face — may be transferred by in- 
dorsement and delivery to person or pledgee who shall be deemed own- 
er of commodities so far as to give validity to any pledge, lien, or 
transfer made or created by such person or persons. Pledgee of ware- 
house receipt obtains a first lien on the commodity which cannot be dis- 
placed except by following: 

(1) Want of title in depositor at time of deposit. 

(2) Valid lien upon commodity obtained prior to deposit. 

(8) Non-existence of commodity in warehouse for which, however, 
warehouseman is liable. 

Tennessee — Warehouse receipts are negotiable by written indorse- 
ments thereon and delivery in the same manner and to the same extent 



i 
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as bills of exchange and promissory notes and no clause condition or 
limitation, whether written or printed in said receipt shall be held to 
limit negotiability or affect the right of holder. The holder of a nego- 
tiable receipt acquires such title to the goods as the person negotiating 
the receipt to him had, or had the ability to convey, to a purchaser in 
good faith and for value, and also such title to the goods as the de- 
positor or person to whose order the goods were to be delivered by the 
terms of the receipt had, or had the ability to convey to a purchaser in 
good faith for value and the direct obligation of the warehouseman to 
hold possession of the goods for him according to the terms of the re- 
ceipt. Title subject to lien of landlord or laborer with or without no- 
tice on part of purchaser that crop was grown on leased premises. 
Transferee of receipt gets no greater right than purchaser of cotton 
where it is actuallv delivered. 

Texas — If negotiable warehouse receipt is asked, party placing 
products in warehouse shall advise warehouseman of any liens on prod- 
ucts and if so warehouseman must state nature and amount of lien in 
blank space on receipt. Holder of warehouse receipt is deemed the 
owner of the product and in possession of the property and therefore 
subsequent liens placed on the product do not affect the rights of the 
holder of a negotiable receipt and product would not be subject to at- 
tachment. Transferee's rights subject to landlord's lien, and ware- 
houseman's lien for charges and insurance. Holder protected unless 
party taking out receipt committed fraud in concealing liens on prod- 
ucts at time placed in warehouse. 

Virginia — The holder of a negotiable receipt acquires such title to 
the goods as the person negotiating the receipt to him had, or had the 
ability to convey, to a purchaser in good faith and for value, and also 
such title to the goods as the depositor or person to whose order the 
goods were to be delivered by the terms of the receipt had, or had the 
ability to convey to a. purchaser in good faith for value and the direct 
obligation of the warehouseman to hold possession of the goods for him 
according to the terms of the receipt. Where goods delivered to ware- 
houseman and negotiable receipt issued they cannot thereafter while in 
possession of warehouseman be attached by garnishment or otherwise or 
be levied upon under an execution, unless the receipt be first surrendered 
to the warehouseman or its negotiation enjoined. Pledgee of negotiable 
warehouse receipt obtains a first lien on the commodity which cannot be 
displaced except by following: 

(1) Want of title or authority to bind owner in person delivering 
goods to warehouse. 

(2) Valid lien on commodity obtained prior to deposit. 

(8) Non-existence of commodity in warehouse for which, however, 
warehouseman is liable. 

(4) Amount of advances made and liability incurred for which 

/ 
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warehouseman claims a lien which, in case of negotiable receipt, must 
be enumerated on face of receipt. 

(5) Charges of warehouseman for storage occurring subsequent to 
date of receipt. 

Conditions for State Banks and Trust Companies 

September 1, 1915, the Federal Reserve Board adopted 
the following conditions to be made a part of certificates of 
approval of applications of State banks and trust companies. 
The conditions are not to be construed as indicating opposi- 
tion on the part of the Federal Reserve Board to branches of 
these institutions. 

(1) The following condition will be inserted in all certificates of 
approval : 

"That, except with the approval of the Federal Reserve Board, 
there shall be no change in the general character of the assets of, or 

broadening in the functions now exercised by the such as will 

tend to affect materially the standard now maintained and required as 
a condition of membership." 

(2) The following condition will be inserted in all cases where 
the applying bank or trust company is authorized by its charter or 
laws of the State in which it is located to accept domestic drafts : 

"That the shall in no case accept a domestic draft or bill 

of exchange unless it is based on a transaction covering the shipment 
of goods, such transaction to be evidenced at the time of acceptance by 
accompanying shipping documents, or unless it is secured by a ware- 
house receipt covering readily marketable staples and issued by a 
warehouse independent of the borrower or by the pledge of goods ac- 
tually sold: And provided further, That such bank shall not accept 
drafts or bills of exchange of any kind, domestic or foreign, to an 
amount which exceeds at any time in the aggregate more than one-half 
of its paid-up and unimpaired capital stock and surplus, except that 
the Federal Reserve Board may authorize such bank to accept such 
drafts and bills to an amount not to exceed its capital stock and sur- 
plus." 

(8) The following condition will be inserted in all cases where 
the applying bank or trust company is authorized by its charter or the 
laws of the State in which it is located to establish branches: 

"That the establishment of additional branches, domestic or for- 
eign, be subject to the approval of the Federal Reserve Board." 

Conditions (2) and (8) will not be inserted unless the applying 
bank has the legal right to accept domestic drafts or to establish 
branches at the time of admission. If, however, the State law subse- 
quently authorises either domestic acceptances or branch banks, the 
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member bank could not at that time under the provisions of condition 
(1) avail itself of either privilege except with the approval of the 
Federal Reserve Board. Condition similar to (2) and (8) will be im- 
posed when that subsequent approval is given. 

Federal Reserve Board Authorizes Ix>ans on Commod- 
ity Paper with Unusual Features 

September 4, 1915, the Federal Reserve Board an- 
nounced an extraordinary scheme for controlling the loans 
from the $30,000,000 Government deposits which the Secre- 
tary of the Treasury stated recently he would deposit in the 
federal reserve banks of the South to assist the cotton plant- 
ers. The board's plan is embodied in new regulations re- 
garding "commodity paper" and trade acceptances, which 
admit the two kinds of paper to rediscount by the federal 
reserve banks at lower rates of interest with the waiver of 
certain specific requirements, than are applicable to trans- 
actions in any other sort of paper. The Federal Reserve 
Board announced as follows: 

The Federal Reserve Board has adopted regulations authorizing 
federal reserve banks to give special rates for rediscount on commodity 
paper, i. e., promissory notes having not more than 90 days to run which 
are specifically secured by warehouse receipts for staple and readily 
marketable commodities of a non-perishable character, properly insured. 
It is believed that preferential rates on this class of paper will be of 
especial service at this time in aiding in the gradual and orderly mar- 
keting of the cotton and other crops. In order that producers may be 
directly benefited by the low rates authorized, the board has made it a 
condition that paper offered by member banks for rediscount at the 
preferential rate, shall be paper on which the makers have paid or have 
contracted to pay in the way of interest or discount, including commis- 
sions, a rate of not exceeding six per cent, per annum. The Secretary 
of the Treasury has announced his intention of making deposits in the 
federal reserve banks which are located in the cotton growing sections, in 
order that they may have enlarged resources to assist the crop situation. 
The rediscount facilities offered by the federal reserve banks in the 
other districts Are ample to provide any additional funds that may be 
needed. 

While it is gratifying to note that a large number of member banks 
throughout the Southern States have announced their intention of *~Jr*ng 
loans on cotton at rates not to exceed six per cent, interest, yet there are 
many banks which hesitate to make any material reduction in the rates 



AND COGNATE STATUTES 111 

they have been in the habit of charging on snch loans. It is thought, 
therefore, that by making the preferential rates on commodity paper 
apply only to notes which have been taken by member banks at rates not 
exceeding six • per cent, per annum, the banks will be encouraged to do 
their part in promoting orderly methods of crop marketing, and to a 
greater extent than would otherwise be the case. The benefits of the 
Federal Reserve Act were intended by Congress to apply to those having 
dealings with banks as well as to the banks themselves. 

A rate of three per cent, for special "commodity paper" has been 
proposed by the federal reserve banks of Atlanta and Dallas, to which 
the substance of the proposed regulation had been communicated and 
this three per cent, rate was approved at the meeting today. This means 
that the member bank which applies for a rediscount of paper secured 
by properly insured staples will obtain the funds asked for at three per 
cent, provided that the total charge made by such member bank to the 
maker of the paper did not originally exceed six per cent, per annum, in- 
cluding commission. 

The new regulation and circular on this topic are as follows: 

"Commodity Paper." — In Regulation B, Series of 1915, the board 
has established the policy of encouraging transactions of federal reserve 
banks in trade acceptances and in commodity paper by admitting these 
kinds of paper to be rediscounted by federal reserve banks with the 
waiver of the particular requirements with reference to statements. 

In pursuance of this policy, the board has already published a regu- 
lation laying down the conditions upon which trade acceptances may be 
rediscounted by federal reserve banks at a special rate to be published 
for this kind of paper. In further pursuance of the same policy, the 
board makes provision in the appended regulation for special rates on 
commodity paper. 

It is hoped that this rate will prove its efficacy particularly during 
the crop-moving season. The board expects that the rate to be established 
for this commodity paper will, in a manner similar to that for trade ac- 
ceptances, be somewhat lower than that for commercial paper. It leaves 
it within the discretion of the federal reserve banks subject to review 
and determination of the board to establish separate rates for trade ac- 
ceptances and commodity paper, although in special districts where trans- 
actions are had in both kinds of paper it may be politic to have a uni- 
form rate, as may appear desirable to such federal reserve bank. 

In this regulation the term "commodity paper" is defined as a note, 
draft or bill of exchange secured by warehouse terminal receipts, or 
shipping documents covering approved and readily marketable, non-per- 
ishable staples properly insured. 

Commodity paper, to be eligible for discount by a federal reserve 
bank under section 18, at the special rate hereby authorized to be estab- 
lished for commodity paper below the usual commercial rates, must (a) 
comply with all the requirements of Regulation B, series of 1915, para- 
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graph I. and II., or with the requirements of Regulation C, series of 
1915 (b), and be paper on which the rate of interest or discount includ- 
ing commission charged the maker does not exceed six per cent, per an- 
num, and also (c) comply with such regulations as may be issued by 
federal reserve banks covering requirements as to warehouse or terminal 
receipts, shipping documents, insurance, etc., adapted to the particular 
needs of its district as a condition of the special rate herein authorized. 
Reserve banks are now authorized to submit rates for the discount 
of commodity paper in accord with this regulation for review by the 
board. 



New Plan to Aid Cottox Planters 

September 4, 1915, the Secretary of the Treasury made 
the following statement; 

After a conference with my colleagues in the Federal Reserve 
Board I have concluded that the best plan for extending aid to the cot- 
ton producers of the South is to deposit the $80,000,000 in gold, con- 
cerning which I made an announcement a short time ago, in three fed- 
eral reserve banks, located at Richmond, Atlanta and Dallas, instead of 
the member banks of the federal reserve svstem. 

Five million dollars will be deposited immediately in each of these 
banks, making a total initial deposit of $15,000,000. The federal re- 
serve banks have the organization, the knowledge of local conditions and 
the powers under the Federal Reserve Act and the regulations of the 
Federal Reserve Board through which the proposed aid may be most 
effectively rendered. 

Today the board adopted regulations concerning "commodity paper." 
Under these regulations all National banks and State banks, which are 
members of the federal reserve system, which may lend money to farm- 
ers or others on notes secured by cotton properly warehoused and in- 
sured, at a rate of interest, including commissions, not exceeding six 
per cent, per annum, may rediscount such notes with the federal reserve 
bank of their district. 

To illustrate how the proposed relief is available to the cotton pro- 
ducers: A borrower asks his local bank for a loan on his note, secured 
by warehouse receipts from cotton. Tf the bank is informed that the 
cotton is in a responsible warehouse, properly insured and that the note 
is good, it may make the loan. 

If the local bank charges the borrower a rate of interest, including 
commissions, not exceeding six per cent, per annum, it may indorse the 
note over to the federal reserve bank of its district and the federal 
reserve bank may advance to the local bank the full amount of the loan. 

The rate of interest which the federal reserve bank will charge the 
local bank will be sufficiently low, say three per cent., to enable the 



AND COGNATE STATUTES 118 

local bank to make loans at a rate of interest not exceeding six per 
cent, per annum and have a liberal margin of profit on such transac- 
tion. 

Board Opens the Way to Promote Dollar Exchange 1 

September 10, 1915, the board issued revised regulations 
governing the rediscount of bankers' acceptances by federal 
reserve banks, providing, among other things, that under 
certain conditions such acceptances may be renewed. In 
explanation of the new regulation, the board issued a state- 
ment as follows: 

It has been the aim of the board to do everything in its power to 
create for the American acceptance, that is, dollar exchange, a dom- 
inating position in the world market. Present conditions offer in this 
respect a great opportunity. In widening somewhat the facilities of 
federal reserve banks in dealing with American bankers' acceptances, the 
board is attempting to give the member banks a larger opportunity for 
developing their sphere of usefulness in this respect. 

The United States should now do what Europe has done for many 
generations for the United States, that is to say, the bank facilities of 
the United States should be used for carrying import and export trans- 
actions for foreign countries just as Europe up to now carried by its 
acceptances the import and export transactions of the United States. 
In order to do this with the exchange market disorganized it was thought 
that it would facilitate foreign transfers if liberal conditions should be 
allowed for the renewal of such drafts, so as to enable these foreign 
countries to have ample time to procure the necessary cover against the 
acceptances drawn by them. 

It will be seen from the foregoing that the time has 
come, in the opinion of the board, when the American dol- 
lar should take a dominating place in the financial markets 
of the world, and when American or dollar exchange should 
become the medium through which the millions of exports 
and imports of the United States should be paid. 

Members of the board state in this connection that there 
was no connection between the revision of the acceptance 
regulations and the visit of the Anglo-French Commission 
to the United States to take up exchange problems with 
American bankers. It was said that the visit of the com- 

iConsult pp. 135-131 pott. 
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mission had not been discussed by the board, and the re- 
vision of the regulations has been under consideration "quite 
two months" or long before it was known here that the com- 
mission was coming. However, the new acceptance regula- 
tions might facilitate the credit loan sought by the Anglo- 
French Commission. The board has liberalized conditions 
so that foreign and American bankers may use a part of 
the resources of the federal reserve system in taking care of 
purchases made here for exportation. 

If American bankers decided to extend credit bv indors- 
ing or accepting drafts on Europe, they probably could 
rely on rediscounting these drafts with federal reserve 
banks to the value of many millions of dollars. 

Xo Double Liability ox Stockholders of State Insti- 
tutions 

September 11, 1915, the Federal Reserve Board decided 
there is no provision in the reserve act imposing double lia- 
bility on the stockholders of State banks or trust companies 
which become members of the federal reserve system. The 
decision reads as follows: 

The question has been raised whether or not the stockholders of a 
State bank or trust company which becomes a member of the federal 
rvnervc system are by reason of such membership, subject to the doable 
liability provided for National banks in section 5151, Revised Statutes. 

This section reads in part as follows: 

The shareholders of every National banking association shall be held 
individually responsible, equally and ratably and not one for another, 
for all contracts, debts and engagements of such association, to the ex- 
tent of the amount of their stock therein, at the par value thereof, in 
addition to the amount invested in such shares. * * * 

Section 9 of the Federal Reserve Act, relating to State banks and 
trust companies which are members of the federal reserve system, pro- 
vides that such banks shall be subject to the provisions of sections 5188, 
5200, 5201, 5208, 5209, and to certain other federal laws. Neither sec- 
tion 9 nor any other section of the Federal Reserve Act provides that 
such bank shall be subject to the provisions of section 5151 above re- 
ferred to. In the absence, therefore, of any affirmative enactment to 
this effect, it is clear that State banks or trust companies located in a 
State the laws of which do not provide that the stockholders shall be 
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subject to doable liability, may become members of the federal re- 
serve system without subjecting their stockholders to this liability. 

In this connection, however, it may be proper to call attention to the 
fact that section 2 of the Federal Reserve Act provides that 

The shareholders of every federal reserve bank shall be held indi- 
vidually responsible * * * for all contracts, debts and engagements of 
such bank to the extent of the amount of their subscriptions to such 
stock at the par value thereof in addition to the amount subscribed. 
This provision subjects the State bank or trust company which becomes 
a member to liability double the amount of their subscription to the 
stock of the federal reserve bank, but this imposes no individual liability 
on the shareholders of such State bank or trust company. 

Board Has no Jurisdiction over the Negotiation op 

Foreign Loans 

September 15, 1915, the Federal Reserve Board an- 
nounced that it had no jurisdiction over the negotiation of 
loans with foreign Governments, and that it has no knowl- 
edge of the attempt of the Anglo-French Commission to se- 
cure a loan in this country except what it has learned 
through the newspapers. The board's letter was in reply to 
one from. Senator Lewis, protesting against the billion- 
dollar loan. Governor Hamlin wrote: 

Your letter of September 18 has been received. The question you 
have raised will receive consideration in case the matter raised by you 
should come before the board. The board has no knowledge concerning 
the matter you present except what has appeared during the past few 
days in the public press, nor has it any jurisdiction over the negotiation 
of loans with foreign Governments. 

Reserve Banks not Permitted Within a Quarter to 
Buy More than One-Fourth or Government Bonds 

October 20, 1915, the Federal Reserve Board adopted a 
ruling to the effect that a reserve bank cannot purchase dur- 
ing a quarter more than one-fourth of the annual allotment 
of United States bonds which the law provides. In this way 
it is expected a reserve bank will be prevented from purchas- 
ing a small amount of bonds during one quarter and equaliz- 
ing this purchase by buying a large allotment the next 
quarter. 
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The resolution adopted is as follows: 

Resolved, That, until further notice, in requiring federal reserve 
banks to purchase United States bonds offered for sale by member banks 
under the provisions of section 18. the Federal Reserve Board will not 
allot to any one federal reserve bank in any one quarter more than 
one-fourth of its pro-rata share of the bonds to be purchased during the 
calendar year under the provisions of this section. 

"Trust Company Powers" Provision of the Federal 
Act Decided to re Unconstitutional and Void 1 

October 23, 1915, the Federal Reserve Board intervened 
in a case involving the trust company powers of National 
banks, in which the trust companies of Michigan have 
brought suit against the First National of Bay City. 

The board also obtained permission to file a brief in the 
quo warranto proceedings to test the constitutionality of 
the provision in the Federal Reserve Act granting trust 
company powers to National banks. 

The suit was brought June, 1914, in the Supreme Court 
at Lansing, Mich., in the name of the State Attorney, on 
behalf of the Union Trust Company, the Security Trust 
and the Detroit Trust, all of Detroit, and the Michigan 
Trust and the Grand Rapids Trust of Grand Rapids, these 
constituting all the trust companies in operation in the 
State. The board sought permission to file its own brief, 
because it was desired to give its side of the case and ex- 
plain upon what grounds it is believed that the delegation 
of trust company powers to National banks is proper. 

The First National of Bay City filed its answer to the 
quo warranto proceedings in August, 1915, stating that its 
application for membership in the Federal Reserve system 
was granted April 13, 1915, and said that "by virtue of such 
permit the bank is now acting for bondholders and is named 
as mortgagee and trustee in a certain real estate mortgage 
given to secure to said bondholders the payment of their 
debt." The answer stated that this action, the bank has 
been advised, "is not in contravention of anv State or local 

i Consult pp. 72-T4 ante, pp. 215-217 pott. 
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law in the State of Michigan." The answer also stated as 
follows: "That there is no public grievance to be remedied 
by this proceeding but the writ is prosecuted solely for the 
private benefit of the relators and many other trust compa- 
nies that may be hereafter organized in Michigan." 

December 23, 1915, the Supreme Court of the State of 
Illinois decided that subdivision k (eleventh paragraph) of 
section 12 of the Federal Reserve Act by which Congress 
conferred power on National banks to act as trustees, ad- 
ministrators and registrars of stocks and bonds is unconsti- 
tutional and void. This is the first ruling on this question. 
The decision was delivered by the court in a mandamus 
suit of the First National Bank of Joliet against the State 
Auditor. 

The following opinion holds that this official was justi- 
fied in refusing a National bank a certificate of authority to 
act in a fiduciary capacity under the Illinois trust act. The 
bank brought suit to compel the issuance of such a certifi- 
cate. The decision of the court was unanimous. The 
opinion sustains the contention upon the ground that the 
right to act as trustee, executor or administrator is not 
necessary to be conferred upon National banks to enable 
them to serve the purpose for which they were created, nor 
to continue their existence. Certain powers of Government 
belong exclusively to the National Government. The power 
to regulate property within the limits of the State, the 
modes of acquiring and transferring it, and the rules of 
descent and distribution of property, are subjects belong- 
ing exclusively to the State. Trustees, executors and ad- 
ministrators deal with private property. They are the in- 
strumentalities through which estates are settled and the 
transfer of property effected, and through which private 
property is protected for the purpose of applying it to the 
ends for which it was intended. 

Any other decision would have left the State and Fed- 
eral Governments both attempting to administer estates 
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with clashes of authority inevitable and the certainty of an 
ultimate ouster of the State by the paramount National 
authority. 

The conformity to law of the National banks was main- 
tained on the ground that they were the necessary agencies 
through which the National Government might sell its 
bonds in the urgency caused by the civil war. No express 
authorization to create corporations is found in the Consti- 
tution of the United States, and "The powers not dele- 
gated to the United States by the constitution, nor pro- 
hibited by it to the States, are reserved to the States, respec- 
tively, or to the people," 

The United States Supreme Court determined that the 
National banks are convenient, useful and essential instru- 
ments of the Government in its fiscal operations, and ac- 
cordingly may be created as means to a legitimate end 
under the grant of power to Congress to make all laws 
which shall be necessary and proper for carrying into exe- 
cution the powers expressly delegated to the Government 

of the United States. In several adjudications that court 

» 

has maintained the right of National banks to carry for- 
ward the business of banking in its various branches, in 
one case quoting from Story: 

Whenever, therefore, a question arises concerning the constitution- 
ality of a particular power, the first question is whether the power be 
expressed in the constitution. If it he, the question is decided. If it be 
not expressed, the next inquiry must be whether it is properly an inci- 
dent to an express power and necessary to its execution. If it be, then 
it may be exercised by Congress; if not, Congress cannot exercise it. 

The Illinois court inquires, therefore, whether power to 
act as trustee, executor or administrator is necessary to the 
efficiency of a National bank for the purposes of its crea- 
tion as a governmental agency and decides that such pow- 
ers are not given to all National banks, but are made elec- 
tive and permissive, concluding that National banks do not 
require such powers in meeting the purposes of their 
creation. 
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Decision of the Illinois Supreme Court Construing 
Section 11 (k) to be Unconstitutional 

Chief Justice Farmer of the Supreme Court of the 
State of Illinois in stating that section 11 (k) of the Fed- 
eral Reserve Act is unconstitutional and in contravention of 
the Illinois statutes, uses the following language: 

Trust companies or corporations organized for the purpose of act- 
ing in trust capacities are very different from banking corporations. In 
some of the States a corporation may be authorized to do a banking 
business and also to act as trustee, executor or administrator, but the 
two functions, when exercised by the same corporation, are kept sepa- 
rate and apart. In some States banks do not exercise the powers of 
trust companies, and in others trust companies do not exercise banking 
functions. Since Congress has no expressed or implied power to create 
trust companies to act as trustees, executors or administrators, the na- 
ture and character of their business making them the creatures of the 
various States, Congress could only vest National banking corporations 
with such powers if they were reasonably necessary to the efficiency 
of such corporations for the purposes of their creation as governmental 
agencies. If Congress had deemed the exercise of trust powers by Na- 
tional banks necessary to the accomplishment of the governmental pur- 
poses for which they were created, it would seem such power would 
have been granted expressly to all National banks, as was the power to 
exercise certain banking functions granted by section 5186 of the fed- 
eral statutes. 

The right of a National bank to act as trustee, etc., as conferred 
by the Federal Reserve Act, was made elective with the bank. This 
feature of the act would preclude the conclusion that Congress deemed 
it necessary, on any ground, that National banks possess the power to 
act as trustees, executors, administrators or registrars of stock and 
bonds. If it had, it is evident it would not have made the act elective 
and permissive. National banks without the power to act as trustees, 
etc., have efficiently served the governmental purposes for which they 
were primarily created, and it not being shown such added powers are 
now necessary to the further success of such purposes, and we being of 
the opinion the powers attempted to be conferred by Congress belong 
strictly to the States, we think the act, in so far as it attempted to 
confer such powers upon National banks, is unconstitutional and void. 

The Chief Justice, in holding that the grant of trust 
powers to National banks is in contravention of the laws 
of Illinois, made the following statement: 

Trustees, executors and administrators deal with private property. 
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They are the instrumentalities through which estates are settled and the 
transfer of property effected, and through which private property is 
protected and guarded for the purpose of applying it to the uses for 
which it was intended. They are not subjects over which the Federal 
Government has been given control, and any attempt to exercise such 
control would be "in contravention of State or local law," which is for- 
bidden by section 11 (k) of the Federal Reserve Act and would also be 
in violation of the constitution. 

The Reserve Board Defines the Powers of Banks and 
ruijes also as to permissible transactions 

November 1, 1915, the Federal Reserve Board in reply 
to a letter received from the governor of the Federal Re- 
serve Bank of New York, sent a communication to all the 
reserve banks defining their powers in several exceedingly 
important particulars. 

That governor's letter asked as to a reserve bank's au- 
thority to collect notes and drafts, collect items not covered 
by the present collection system, collect items on non-mem- 
ber banks, execute orders for securities, answer inquiries as 
to credits, and purchase commercial paper. 

The board holds that reserve banks may collect notes 
and drafts sent to it bv its member banks, as this function 
is necessary to the bank's power to receive deposits from 
member banks. By items not covered by the present col- 
lection system the board takes to mean coupons and the like, 
and the board holds such collections to be within the pow- 
ers of federal reserve banks. 

The board also holds that federal reserve banks may 
collect items drawn on non-member banks, though not for 
immediate credit, as the non-member banks could not, under 
the law, have a deposit with the federal reserve bank. The 
credit cannot be entered until the collection is made. 

The board does not find any authority, express or im- 
plied, under which a federal reserve bank can execute or- 
ders for securities on behalf of a member bank. The board 
suggests, however, that the federal reserve bank receiving 
such an order might forward to a broker with the request 
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that he confirm the transaction directly. The federal re- 
serve banks must not execute these orders on a commission 
basis or profit from them. 

Comptroller of the Currency Against Usurious 

Charges 

November I, 1915, the Comptroller of the Currency 
served notice on the officers and directors of all National 
banks in the United States that they must comply with the 
laws of the States in which their institutions are located or 
be regarded as violating their oaths of qualification. 

He sent to each of the National banks a circular letter 
calling attention to the oaths taken by the officers and di- 
rectors that they would not knowingly violate the federal 
banking law. He is anxious to stop the charging of exces- 
sive rates of interest. If banks refuse to keep their rates 
within the law, proceedings may be instituted to cancel 
their charters. The circular is in line with the general 
propaganda started by the comptroller some time ago to 
put an end to high interest charges on loans. It is as fol- 
lows: 

The attention of your officers and directors is called to the oath 
which was signed by each director upon his qualification in which he 
solemnly swore as follows: 

••* * * J ^i]^ go far as the duty devolves on me, diligently and 
honestly administer the affairs of said association; that I will not know- 
ingly violate, or willingly permit to be violated, any of the provisions of 
the statutes of the United States under which this association has been 
organized. * * •" 

Yonr attention is called to section 5197 of the Revised Statutes 
of the United States, being part of the National Bank Act, which pro- 
vides that a National bank — 

"May take, receive, reserve and charge on any loan or discount 
made, or upon any note, bill of exchange, or other evidences of debt, 
interest at the rate allowed by the laws of the State, territory or dis- 
trict where the bank is located, and no more, except that where, by the 
laws of any State, a different rate is limited for banks of issue organ- 
ised under State laws, the rate so limited shall be allowed for associa- 
tions organized or existing in any such State under this title. 

"When no rate is fixed by the laws of the State or territory, or dis- 
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trict, the bank may take, receive, reserve, or charge a rate not exceed- 
ing seven per cent., and such interest may be taken in advance, reckon- 
ing the days for which the note, bill, or other evidence of debt has to 
run. * * 

This office regrets to report that the sworn statements of condition 
of a great many National banks show that section 5197, U. S. R. S % 
against usury, has been grossly violated by these banks. 

You are respectfully advised and admonished that this provision 
of the National Bank Act should be faithfully observed by all National 
banks, their officers and directors, in accordance with the solemn oaths 
taken by the directors. 

You are requested to read this letter at the next meeting of your 
board of directors, and to have it inscribed upon the minutes, and to 
send a copy of this letter to every member of your board who may not 
be present at such meeting, with the request that he promptly acknowl- 
edge its receipt to you. 

Within thirty days after your next board meeting, and not later 
than December 20, 1915, you are requested to send to this office letters 
from all members of your board who may not have been present at the 
meeting at which this letter is read, acknowledging the receipt by each 
absent director of a copy hereof, together with a certified extract from 
your minutes, showing that this letter has been read to your board and 
giving the names of the directors present at the meeting at which it 
is read. 

How National Banks May Retain Branches 

November 1, 1915, confusion existed as to the methods 
by which State banks entering the National system retain 
their branches or how National banks affiliating with the 
State banks accomplish the same result. The process as 
generally understood is exactly in reverse of the real 
method. A communication from the comptroller's depart- 
ment written in response to a request for an explanation of 
the exact legal steps which precede and accompany such 
consolidation explains the matter in detail. 

The letter is as follows: 

The receipt is acknowledged of your recent communication, and in 
reply you are advised that the only National banks that are permitted 
to operate branches are those that were State banks converted to the 
National system under section 5154 U. S. Revised Statutes, and author- 
ized to retain their branches which they conducted as State banks under 
the provisions of section 5155 U. S. Revised Statutes, which reads aa 
follows : 
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"It shall be lawful for any bank or banking institution, organized 
under State laws and having branches, the capital being joint and as- 
signed to and used by the mother bank and branches in definite pro* 
portions, to become a National banking association in conformity with 
existing laws and to retain and keep in operation its branches, or such 
one or more of them as it may elect to retain." 

The statement which appeared in the press recently to the effect 
that the Chatham and Phenix National of the City of New York had 
secured permission to operate twelve branches in the City of New York 
is erroneous. The facts are as follows: 

The Century Bank of the City of New York, a State institution 
having twelve branches, was converted into a National bank under sec- 
tion 5154, IL S. R. S., and its capital being joint and assigned to the 
mother bank and branches in definite proportions as provided by sec- 
tion 5155, U. S. R. S., it was permitted, upon entering the National 
system to retain its branches. The Century Bank was thus converted 
with twelve branches into "the Century National of New York" on 
September 10, 1915. 

The Chatham and Phenix National of New York was placed in 
liquidation September 18 and its assets were purchased by the Century 
National. On the same date the Century National changed its title to 
"the Chatham and Phenix National of the City of New York," and in- 
creased its capital, the new shares being sold to the shareholders of the 
old Chatham and Phenix National. 

From the foregoing you will see that the Chatham and Phenix 
National of the City of New York, which is authorized to operate 
branches, is not the old Chatham and Phenix National, but the old 
Century National of New York, a State bank that was converted with 
its branches in accordance with law. 

Federal Reserve Banks May Engage in Open Market 

Transactions 

November 6, 1915, the Federal Reserve Board made 
public a letter to federal reserve banks announcing a ruling 
that the reserve banks may engage in open market trans- 
actions aside from the purchase of acceptances. This will 
allow the purchase of cable transfers and bills of exchange. 
The board says, however, that because of the abnormal con- 
ditions prevailing in Europe the banks should be more than 
usually cautious in any foreign exchange operations at this 
time. The letter also states that regulations may be issued 
later if such business assumes large proportions. 
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Federal Reserve Board Modified Preferential Sys- 
tem of Voting 

November 9, 1915, the Federal Reserve Board' encoun- 
tered a technical difficulty in the matter of election of di- 
rectors of member banks where in certain cases there ha& 
been no general nomination of candidates and only one or 
two candidates are put up. In such a situation it has been 
puzzling as to how the preferential voting plan required by 
the Federal Reserve Banking Act could be carried out. 

The board has taken the view that where there are only 
two candidates nominated, preferential ballots may be lim- 
ited to two choices and that this would not invalidate the 
ballot, but that where there were three or more candidates 
nominated, the preferential ballot must be entirely filled out 
with the required number of choices. 

In the case of electors representing the several banks, 
empowered to cast the ballot of those banks, the board is 
urging the election of such electors, but where the directors' 
meetings of member banks are not to be held for some time 
to come, it is permitting the elector chosen last year to cast 
the ballot of the bank this year. In addition, however, the 
board recognized the chairman of each bank as being in full 
charge of the process of electing electors and directors, and 
it notified the federal resei*ve agents to tliat effect. 

Attorney General's Opinion as to the Status of the 

Federal Reserve Board in Connection with 

the Secretary of the Treasury 

November 16, 1914, the Attorney General gave the 
opinion that the Federal Reserve Board has an entity dis- 
tinct from the Treasury Department; that it is a govern- 
ment board of an independent character, and that the Sec- 
retary of the Treasury and the board are coordinate offi- 
cials. The decision of the board, therefore, is final, except, 
of course, an appeal lies to the Supreme Court. It may be 
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stated in parenthesis that banks throughout the United 
States have been to some extent disturbed by evidences that 
the Secretary of the Treasury considered himself the di- 
recting force in the federal banking system; otherwise, the 
opinion might be considered of academic interest only. 

The vote of any one member of that board, irrespective 
of the fact of whether he is a government officer or not, 
possesses the same weight as the vote of any other mem- 
ber, hence his importance depends on his individual knowl- 
edge and not on the title of office he may happen to pos- 
sess. An independent and not a partisan interpretation of 
the law must remain. To this rule there must be no ex- 
ception whatever. The Secretary of the Treasury has the 
discretion to exercise his own judgment in depositing Gov- 
ernment funds with the regional reserve banks. 

The Federal Reserve System and Dollar Exchange 1 

November 17, 1915, it was announced that dollar ex- 
change had been established between this country and Aus- 
tralia. July 81, 1914, the sun went down upon the human 
race^t peace; when it rose the following morning mercan- 
tile intercourse had ceased. To a very material extent the 
commercial order of the world was changed in a night. So 
great was the financial shock that it corresponded with the 
violent change of the earth's surface known as a cataclysm. 

One of the most remarkable results of the above- 
mentioned change is that our country has become on cur- 
rent account with the aid of the federal reserve system a 
creditor nation. The gold standard is firmly established, 
and a bill drawn on New York is "good as gold." The 
njew Anglo-French bonds are made "payable in United 
States gold coin," and Great Britain will be compelled to 
use "dollar acceptances" in her trade with the United 
States. London has long been the world's financial center 
because Britain maintained the gold standard and a free 
market for the yellow metal. A bill drawn in any part of 

^Consult pp. 113-114 ante. 
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the world on London was certain to be paid in gold or its 
equivalent. "Sterling!" In the last century it had become 
a word to conjure with in all markets of the globe. Eng- 
land, however, although still intrinsically a creditor nation 
has become, because of war conditions, greatly in debt to 
our countrv on current account. 

The time is coming when it may be claimed that dollar 
exchange is the world exchange. Dollars and sovereigns are 
weights of gold, and there is but one price for gold in the 
world of commerce, however the price of credit may vary. 
The freest market for gold is the best market in which to 
buy or borrow. Invariably the gold price is the lowest 
price. The metropolis of America is the world's lowest 
money market and the only market for goods on any large 
scale. London's difficulty in maintaining Anglo-American 
exchange is only part of the difficulty in maintaining sterl- 
ing exchange. There is no neutral country in which sterl- 
ing exchange is not at a discount. That is another way of 
saying that dollar exchange is at a premium in sterling ex- 
change. While the war continues there will be a decreased 
demand for sterling exchange and an increased demand for 
dollar exchange. The one rises in terms of the other, just 
as sterling falls in London when it rises in New York and 
vice versa. 

The heavy burden which has rested upon our foreign 
commerce in the form of risks of exchange is greatly re- 
duced through our being able to buy and sell a part of our 
merchandise in terms of dollars and cents. 

The student of economics who bases his arguments sole- 
ly on the lessons of past experience can teach very little. A 
new set of premises confronts us. The country is entering 
into foreign trade relations as never before. There can be 
no doubt that the federal reserve system is removing the 
obstacles which obtained under the former statutes. Here- 
tofore National banks could not have foreign branches, 
could not grant acceptances, could not unite the resources 
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for a common purpose except through the machinery of 
the clearing houses, and were in many ways impeded in 
what the federal reserve system is doing for our country. 

The stability of the dollar as compared with sterling 
and other currencies and the fact that acceptances can be 
discounted in New York for less than one-half the rate 
prevailing in London, to say nothing of the lower initial 
commission for issuance of the drafts, means a saving of 
three per cent, or more per annum to the importer through 
the use of dollar credits. 

During the year 1915 over $350,000,000 was added to 
the gold supply; more than $500,000,000 foreign-held secu- 
rities were repurchased; about $500,000,000 obligations held 
abroad were repaid; and over $800,000,000 was loaned ex- 
ternally. Such figures confirm the financial strength of the 
country without further comment. Foreign trade reports 
tell the same story of expansion. 

The dollar draft as a measure of value was never so 
widespread an international commercial custom as it is now. 
America's rapid rise as a financial power during the war 
must result in its unit of currency value being extended far 
beyond its presenir limits. 

With the establishment of an all- America measure of 
monetary value an exceptionally great step will have been 
taken in the commercial advance of the United States. 

The movement of gold toward the United States makes 
a new record in transportation of the precious metal, and 
proves that this nation has put its credits to the supreme 
test and found them not wanting. 

Dollar exchange now obtains with South American 
countries, most of whose bills are now drawn in dollars in- 
stead of pounds sterling, and the same obtains with Europe 
so far as floating credits are concerned. The enormous 
movement of gold in our direction gives concern to bankers 
because it is conceivable that such an accumulation of a 
supply of the world's standard of value in one country 
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would have the effect eventually of bringing about a rise 
in the prices of all commodities for which it is exchanged. 
While we are increasing our stock of gold, we are, how- 
ever, increasing our national wealth in practically like pro- 
portion. The growth of the wealth of tlris country during 
the last thirteen years has averaged annually $8,500,000,- 
000. In this connection other facts of a cognate character 
may be stated. 

The total income of the people of the United States is 
about $35,000,000,000 a year. Of this, $10,000,000,000 is 
derived from agricultural products, $2,500,000,000 from 
minerals and $10,000,000,000 from manufactured articles. 

The total merchant tonnage of the United States is ex- 
ceeded only by the merchant shipping under the British 
flag, which is nearly 21,275,000 tons. American shipping 
is greater than the merchant tonnage under the Norwegian, 
French, Italian and Dutch flags combined. 

The average annual income of each resident of the 
United States is nearly $350. The average annual income 
of each resident of Great Britain is $260. The residents of 
our country save each year about seven billions of dollars. 

Foreign economic reserve strength has been very mate- 
rially weakened by enormous sales of holdings of American 
securities. 

The English debt originated in its present form in 
1689 and aggregated $107,575,000 in the year 1697. Prior to 
the American Revolution, Great Britain's national debt was 
$642,915,000. It rapidly increased from then to 1857, when 
it amounted to $4,180,000,000. It showed a reduction of 
approximately one billion dollars by 1899. March 81, 1914, 
it aggregated $3,535,000,000, and one year later showed 
an increase of $2,290,000,000 due to war appropriations. 
The debt had then reached the stupendous total of $5,830,- 
000,000 — a figure so large as to be almost beyond human 
comprehension. It is estimated that the national English 
deficit amounts to $15,000,000 a day. Revenue is about 
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$8,500,000 a day, so that the daily deficiency approxi- 
mates $11,500,000. 

The total wealth of oiir country and the total of real 
estate values, as shown by the last three estimates of the 
Census Bureau have been as follows: 

1900 1904 1912 

Total wealth $88,517,000,000 $107,104,000,000 $187,789,000,000 

Value of real es- 
tate 52,587,000,000 62,541,000,000 110,600,000,000 

Including real estate, our wealth increased at the rate of 
$4,646,000,000 per year from 1900 to 1904, and at the rate 
of $10,000,000,000 per year from 1904 to 1912. Exclud- 
ing all real estate values, the increase was at the rate of 
$2,186,000,000 from 1900 to 1904, and $4,600,000,000 from 
1904 to 1912. Thus the gains during the last period, out- 
side of all increment to land values, and all fixed improve- 
ments upon the land, were practically the same as the gains 
including real estate values from 1900 to 1904. 

The investment in manufacturing machinery, tools and 
implements increased in the eight years, 1904-1912, from 
$8,297,000,000 to $6,091,000,000, or nearly doubled. The 
investment in privately owned electric light and power sta- 
tions increased from $562,851,000 to $2,099,000,000, and in 
farm implements and machinery from $844,000,000 to 
$1,868,000,000. 

An official statement by the German Treasury recently 
published estimates the total wealth of that country before 
the war at 290,000,000,000 to 320,000,000,000 marks, or 
about $75,000,000,000 to $80,000,000,000. Sir George Paish 
in 1914 estimated the wealth of the United Kingdom at $85,- 
000,000,000. The Census Bureau estimates that the wealth 
of the United States increased from 1904 to 1912 in the 
sum of $80,000,000,000. The estimates for Germany and 
the United Kingdom include investments by their people 
in other countries, while the census figures for the United 
States deal only with tangible property in this country. 



180 THE FEDERAL RESERVE ACT 

The extreme expenditure of the contest will be realized 
when it is stated that total military expenditures of all the 
belligerent nations in the first year were more than $17,500,- 
000,000, while in the second year it was $28,000,000,000. 

The aggregate of these amounts represents a sum that 
is three times greater than the entire capitalization of the 
railways of the United States, and four times greater than 
the total deposits of our National banks. Two years of the 
present war will cost six times more than the full amount 
expended in our civil war, and will reach an aggregate 
that is forty times more than the total sum of the National 
indebtedness of the United States and one hundred and 
twenty times more than the expense of the Panama Canal. 

Great Britain's war expenditures are $25,000,000 a 
day, as compared with little more than half that amount at 
the opening of 1915. The daily war cost of France is $18,- 
000,000 and of Russia $15,500,000. The chief Entente 
Allies expend every time the hour hand of the clock moves, 
more than $2,400,000. The Germanic Allies, it is com- 
puted, lay out every sixty minutes at least a million of dol- 
lars as the price of their enmity. 

The United States leads all other countries in the vol- 
ume of its exports. 

Figures show the rapidity with which this country is 
increasing its equipment for furnishing necessities. If the 
capital investment has doubled in eight years, it must have 
more than doubled in productive capacity for new equip- 
ment. The thirteenth census showed that from 1899 to 
1909 the amount of capital invested in all manufactures 
in this country increased 105.3 per cent., the number of 
wage earners employed increased 40.4 per cent, and 
the amount of wages paid increased 70.6 per cent. The 
production of coal practically doubled from 1900 to 1910, 
and the tonnage of the railways increased in nearly the 
same proportion, while the population of the country in- 
creased 21.4 per cent. 
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Cooperation is a duty on the part of American mer- 
chants to generalize the use of dollar credits as not only 
profitable to themselves but of lasting benefit to the eco- 
nomic fabric of our commerce. 

The Federal Reserve System a Year Old 

November 16, 1915, the Federal Reserve Banking Sys- 
tem was a year old. As a unit the regional reserve banks 
earned two per cent, in the year on their capital. There 
was a large release of reserves incident to the initiation of 
the new system and within a few months a tide of gold be- 
gan coming from Europe to pay for war supplies so that 
member banks were not obliged to seek discounts as might 
otherwise have been the case. 

The Federal Reserve Board states that bad banking 
practices have been eliminated, that fiduciary applications 
had been scrutinized as never before, and generally that 
banking all over the United States was looking up. Banks 
everywhere in the national system now expect to be com- 
pelled to conform to strict requirements of the law and con- 
servatism is the rule in discounts. 

It is evident that the money of the people retained in the 
reserve banks is there for the promotion of commerce, and 
back of these banks is a guarantee of the member banks 
which own them. It is also evident that the function of 
fiscal agent for all government drafts or checks, aggre- 
gating more than one million dollars per day, can be per- 
formed by the banks with a very material saving to the 
government. The system may be called a "shock absorber" 
or a "safety valve." 

It may also be added that the new Federal Reserve Law 
increased the lending power of American bankers by no 
less a sum than $3,000,000,000, which lending power has 
been further increased by the influx of about $400,000,000 
of gold. Including the effect of the new banking law and 
the new gold, bankers' power to make loans to their cus- 
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tomers has increased since the date above mentioned, July 
31, 1914, to the extent of something like $5,000,000,000, of 
which power they have so far made use of about one-fourth. 

How Reserve Banks Clear — Operation of Gold Set- 

Ti«EMEXT Fund Explained 

November 18, 1915, the ease with which clearings are 
made for the twelve regional hanks through the Federal 
Reserve Board is described in a statement made by the sec- 
retarv of the board, H. Parker Willis. In the first six 
months of the Gold Settlement Fund managed by the 
board the volume of bank balances adjusted amounted to 
$719,688,000, and the cost of administration was a little 
more than $1,000. The work is done by officers connected 
with the Federal Reserve Board, who assume this duty in 
addition to their other responsibilities. The statement of the 
board is as follows: 

More than $100,000,000 is now held by the Federal Reserve Board 
in its gold settlement fund, made up of balances to the credit of the 
twelve federal reserve banks and the federal reserve agents. In the 
weekly clearing made by the board today [November 18] the balance in 
the fund was, shown to be $102,620,000, made up of deposits held to the 
credit of the Federal Reserve banks for the purpose of clearing balances 
between them existing at the close of business each Wednesday. Each 
bank telegraphs to the Federal Reserve Board a statement of the 
amounts due to other banks, and the clearing takes place on each 
Thursday morning. 

Clearing operations were begun on May 19, 1915, and the fund is, 
therefore, now six months old. The first actual clearing was on May 
26, each federal reserve bank at that time being required to deposit $1,- 
000,000 in the fund and an amount in addition equal to its indebtedness 
to other federal reserve banks. 

Paragraph 5 of section 16 of the statute enacts that the 
federal reserve notes may be exchanged for gold coin or gold 
certificates. The practice of the federal reserve bank is, 
therefore, within the spirit as well as the letter of the 
statute. 

Attention is called to a regulation covering the matter 
which was issued by the board May, 1915. Deposits by the 
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reserve banks in this fund are counted as legal reserve. On 
September 8, 1915, the board authorized accounts to be 
opened with the twelve federal reserve agents. The fund 
is now divided as follows : Balances to the credit of federal 
reserve banks, $69,240,000; balances to the credit of federal 
reserve agents, $33,380,000. 

"These amounts are now held by the board in gold order 
certificates in denominations of $10,000. Deposits in the 
fund are, through the courtesy of the Treasury Depart- 
ment, made by federal reserve banks through the sub-treas- 
uries. When a deposit is made at a sub-treasury advice is 
wired to the Treasurer of the United States at Washington, 
who then causes gold certificates to be issued to the Federal 
Reserve Board. ' When payments are made from the fund 
the operation is, of course, reversed. Transfers are, how- 
ever, for the most part on the books of the Gold Settlement 
Fund by credits and debits between the twelve banks or be- 
tween banks of the federal reserve agents. 

"The Gold Settlement Fund is administered for the board 
by officers connected with its organization, who do the work 
in addition to their other duties. Its cost of administration 
during the first six months of its existence has been slightly 
in excess of $1,000. During this period balances of $719,- 
688,000 have been settled." 

It may be added that the process stripped of its techni- 
calities is simply that of issuing federal reserve notes 
against a deposit of gold. This is what every central bank- 
ing organization of the world is doing. Right here it may 
be stated that the Bank of England is authorized to issue a 
certain fixed amount of currency against the debt of the 
English Government and other securities. All additional 
currency, however, that it issues is based upon a deposit of 
gold. 

It may also be stated that the European war has 
changed the United States from a debtor to a creditor na- 
tion. The country possesses more gold than ever has been 
held by any other country. 
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We now possess the strongest banking organization in 
the world. In the federal reserve system we have tested 
machinery as well as adequate means and the gold will leave 
the country to settle adverse balances not in the form of de- 
structive tidal waves but in a rational mode of action. 

Protest of the American Bankers' Association 
Against Comptroijler's "Usury" Circular 

November 18, 1915, the National Bank Section of the 
American Bankers' Association, through its executive com- 
mittee, adopted resolutions of protest against a recent cir- 
cular sent out by the Comptroller of the Currency in which 
National banks were charged with exacting interest at usuri- 
ous rates. The resolutions, which were adopted at a meet- 
ing held in the city of New York, attended by all the mem- 
bers, called upon him to modify and correct his statement. 

The comptroller stated that the highest rates have been 
charged in portions of the West and South where money is 
known to be scarcest, but the records show more or less 
numerous instances in the East and North and Northwest. 
Out of a total of 7,615 banks, 1,022 in different sections of 
the country admit that they have been receiving an average 
of ten per cent, or more — some an average of eighteen per 
cent. — on all their loans. 

He also stated that 771 of these banks were in States 
where the rates they charged involved a direct violation of 
the usury laws. Nine banks in the State of New York, he 
declared, admitted charging an average of twelve per -cent, 
or more on their loans. 

Here are the resolutions: 

Whereas, The Comptroller of the Currency has, under date of Oc- 
tober 27, addressed each National bank in the United States on the sub- 
ject of interest rates charged by some of the banks of the country; and, 

Whereas, In the opinion of the executive committee of the National 
Bank Section, American Bankers' Association, the practices complained 
of by the Comptroller are confined only to some sections of the country 
and are not general; and that, as a matter of fact, millions of dollars 
are loaned by the banks at much less than legal rates; and, 
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Whereas, The letter of the Comptroller was given very wide public- 
ity and has created a bad impression and has done a great injustice to 
the great majority of bankers throughout the country. It is therefore 

Resolved, That this executive committee respectfully asks the Comp- 
troller of the Currency to make such modifications and corrections of his 
statement as will do justice to the great number of banks which have 
not violated the statutes relating to rates of interest. 

Comptroller of the Currency Issues New Rules for 

Calculating Reserves 

November 24, 1914, the Comptroller of the Currency 
published a decision construing section 27 of the Federal 
Reserve Act, relating to the extension of the Aldrich-Vree- 
land Act of May 30, 1908, in which he holds that so much 
of the act as modified the provisions of 5191, R. S., regard- 
ing National bank reserves was not extended, and has ex- 
pired by limitation. This makes it necessary for National 
banks to maintain reserves against United States deposits. 
In the author's opinion the decision conforms with the stat- 
ute. It is as follows: 

Washington, November 2i, 19H* 
To the Cashier: 

In reference to the form for calculating reserve, issued November 
16, 1914, you are advised that — 

(1) This form is for your guidance in calculating reserve under 
section 19 of the Federal Reserve Act, as amended, which went into 
effect upon the opening of the federal reserve banks on November 16, 
1914. 

(2) Section 5191, U. S. R. S., requires reserves to be held by Na- 
tional banks against the aggregate amount of their deposits. Section 
14 of the Act of May 80, 1908, which amended this section and ex- 
empted the deposits of public moneys of the United States in designated 
depositaries from the reserve requirements, was repealed by section 27 
of the Federal Reserve Act. Therefore the National banks are now 
required to carry reserve against such deposits, and in calculating the 
reserve all deposits of public moneys must be included in item 4 of the 
aforesaid circular sent you by direction of the Secretary of the Treas- 
ury under date of November 16, 1914. 

In other words, no deposits are now exempt from reserve require- 
ments, and the lawful reserve must also be maintained against all 
United States deposits, including postal savings funds, deposits of 
United States disbursing officers, Canal Zone and Philippine deposits, 
and all other Government funds. 
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(3) Section 19 of the Federal Reserve Act provides that in esti- 
mating reserve the net balance of amounts due to and from other banks 
shall be taken as the basis for ascertaining the aggregate deposits 
against which reserves shall be maintained. 

(4) If the amount carried with reserve agents exceeds the amount 
which the law permits to be counted as reserve with such agents, such 
excess may be counted as "due from banks" and added to the amount 
due "from banks other than reserve agents" as a deduction from the 
amount "due to banks" in calculating the reserve. This necessitates, of 
course, a further computation. 

(5) The five per cent, redemption fund deposited by your bank 
with the Treasurer of the United States cannot be counted as part of 
your lawful reserve. (Section 20. Federal Reserve Act.) 

(6) National bank notes are not to be treated as an offset, and 
are not to be taken into consideration in any way in the computation 
of your reserve. 

Attorney General's Opinion as to the Board's 

Authority 

November 24, 1915, the following carefully considered 
opinion of the Attorney General was published. It was 
prepared at the request of the President, the Secretary of 
the Treasury and the Governor of the Federal Reserve 
Board. It is as to the power of the board to abolish any of 
the existing districts or banks created by the federal reserve 
statute. The ground is taken that the board does not pos- 
sess such power. This is in the face of a clause of the Fed- 
eral Reserve Banking Act, which says that the districts cre- 
ated "may be readjusted and new districts created by the 
Federal Reserve Board not to exceed twelve in all." 

The effect of the opinion is that the Federal Reserve 
Board is held not to have the power to remove the federal 
reserve bank from the city in which it was originally placed 
by the organization committee of the reserve banking system 
to another city in the reserve district. The board may have 
the power, however, to change the boundaries of a district. 

The Attorney General holds that Congress did not con- 
fer in express terms the power to abolish a reserve bank, 
and that the record of committee hearings and congressional 
debates shows that there was no intent to confer such power. 
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It is his opinion that not only does notliing in the reserve 
bank act contain an indication that such power was intended 
to be conferred, but there is evidence that Congress intended 
not to confer such power because of the language of section 
4 of the act, which guarantees to the reserve bank for a 
period of twenty years the right to exist subject only to the 
consequence of some violation of the law or the enactment 
by Congress of a law that should deprive it of its existence. 
The opinion cites the changes made by the reserve board 
in northern New Jersey and says they are valid, as the 
board clearly had the power to make them. The board, 
however, cannot remove the reserve bank, for instance, in 
the fifth reserve district from Richmond to Baltimore. 
Congress alone has the power to do that. 

Text of the Decision 
The text of the Attorney General's opinion is as follows : 

DEPARTMENT OF JUSTICE 

Washington, Nov. 22, 1915. 

Sir: I have your letter transmitting a request from the Governor 
of the Federal Reserve Board for ray opinion as to the power of the 
board to abolish any of the existing federal reserve districts or federal 
reserve banks. The Secretary of the Treasury, who is ex officio chair- 
man of the board, united with the Governor in making this request; and 
you ask that I comply with it. 

The act creating the federal reserve system (88 Statute 251, chap- 
ter 6) provided for an organization committee to be composed of the 
Secretary of the Treasury, the Secretary of Agriculture, and the Comp- 
troller of the Currency (Section 2). 

The act also established a permanent body known as the Federal 
Reserve Board (Section 10). 

A reading of the act shows at once that the organization committee 
was created not merely for the purpose of attending to the formalities 
of organization or to serve as a stop-gap until the Federal Reserve 
Board should come into existence, but that it had an independent func- 
tion to perform, and to that end was invested with wide powers. That is 
to say, its function was to organize the system as contradistinguished 
from the function of the Federal Reserve Board, which was primarily to 
administer the system. 

This being the general scheme, the act provided that the organiza- 
tion committee, as soon as practicable, * * * shall designate not less 
than eight nor more than twelve cities to be known as federal reserve 
cities, and shall divide the continental United States, excluding Alaska, 
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into districts, each district to contain only one of such federal reserve 
cities (Section 2). 

It provided further that these districts * * * shall be apportioned 
with due regard to the convenience and customary course of business and 
shall not necessarily be coterminous with any State or States and shall 
be known as federal reserve districts and may be designated by number 
(Section 2). 

In order that it might have the information and advice essential to 
the discharge of this duty, the organization committee was authorized 
* * * to employ counsel and expert aid, to take testimony, to send for 
persons and papers, to administer oaths, and to make such investigation 
as may be deemed necessary by the said committee in determining the 
reserve districts and in designating the cities within such districts where 
such federal reserve banks shall be severally located (Section 2). Upon 
the establishment of the federal reserve districts by the organization 
committee certificate must be filed with the Comptroller .of the Currency 
showing the geographical limits of such districts and the federal reserve 
city designated in each of such districts (Section 4). 

Having thus authorized the organization committee to designate fed- 
eral reserve cities, and to create around each a federal reserve district, 
the act directed that * * * the said committee shall supervise the or- 
ganization in each of the cities designated of a federal reserve bank 
(Section 2). 

The act then prescribes how these banks shall be constituted: Every 
National bank is required to subscribe to the capital stock of the federal 
reserve bank of its district in a sum equal to six per cent, of its paid- 
up capital stock and surplus, one-sixth payable on the call of the organ- 
ization committee, or of the Federal Reserve Board, one-sixth within 
three months, and one-sixth within six months, the remainder subject to 
call by the Federal Reserve Board when deemed necessary (Section 2). 
State banks declared eligible by the organization committee, while of 
course not required to subscribe, were authorized to do so (Sections 2, 4). 
If the subscriptions by banks to the stock of any federal reserve 
bank in the judgment of the organization committee do not provide an 
adequate capital, the organization committee may offer the stock of such 
federal reserve bank to public subscription; and if the total subscrip- 
tions by banks and the public fall short of supplying an adequate capi- 
tal the organization committee shall allot to the United States such an 
amount of the stock of the federal reserve bank in question as the com- 
mittee shall determine. Stock not held by banks has no voting power 
(Section 2). 

No federal reserve bank is permitted to commence business with a 
subscribed capital of less than $4,000,000 (Section 2), nor until author- 
ized so to do by the Comptroller of the Currency (Section 4). 

When the minimum amount of capital stock required for the organ- 
ization of any federal reserve bank shall have been subscribed, the or- 
ganization committee is directed to designate any five of the subscribing 
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banks ' to complete the organization and to execute and file with the 
Comptroller of the Currency a certificate of organization, stating the 
name of such federal reserve bank, the city and State in which it is lo- 
cated, the territorial extent of the district in which its operations are to 
be carried on, the amount of its capital stock and the number of shares 
into which the same is divided, the name and place of business of each 
bank executing the certificate of organization and of each subscribing 
bank, and the number of shares subscribed by each, etc. (Section 4). 

Upon the filing of this certificate such federal reserve bank becomes 
a body corporate, with the powers which are enumerated, amongst them 
the power * * * to have succession for a period of twenty years from 
its organization unless it is sooner dissolved by an act of Congress or 
unless its franchise becomes forfeited for some violation of law (Sec- 
tion 4). 

Acting under the authority of these provisions, the organization 
committee divided the country into twelve federal reserve districts and 
designated in each a federal reserve city. Boston was designated as the 
federal reserve city for District 1, New York for District 2, Philadel- 
phia for District 8, Cleveland for District 4, Richmond for District 5, 
Atlanta for District 6, Chicago for District 7, St. Louis for District 8, 
Minneapolis for District 9, Kansas City for District 10, Dallas for Dis- 
trict 11, San Francisco for District 12. A certificate to that effect was 
filed on April 2, 1914, in the office of the Comptroller of the Currency. 

A federal reserve bank was duly organized at each of these cities. 
On May 18-20, 1914, all filed their certificates of organization and 
thereby became bodies corporate, with the rights and powers enumerated 
in section 4 of the act. Their organization was officially announced by 
the Secretary of the Treasury, pursuant to the second paragraph of sec- 
tion 19 of the act, and on November 14, 1914, pursuant to section 4 of 
the act, they were authorized by the Comptroller of the Currency to 
commence business. 

They have been engaged in business for a little over a year. Their 

statement for the week ending November 12, 1915, shows their capital, 

deposits and total resources as follows: 

Fed. Reserve 
Bank of Capital Deposits Resources 

Boston $5,171,000 $22,218,000 $28,615,000 

New York 11,059,000 181,710,000 196,544,000 

Philadelphia 5,273,000 19,933,000 25,206,000 

Cleveland 5,945,000 18,556,000 24,501,000 

Richmond 8^52,000 # 13,160,000 21,669,000 

Atlanta 2,417,000 # 11,268,000 16,629,000 

Chicago 6,635,000 49,993,000 56,628,000 

St Louis .*. 2,778,000 11,204,000 13,982,000 

Minneapolis 2,495,000 10,405,000 12,920,000 

Kansas City 3,027,000 9,826,000 14,080,000 

DaUas 2,753,000 Ml,992,000 18,671,000 

San Francisco 3,941,000 14,032,000 17,973,000 

Total $54,846,000 $374,317,000 $446,192,000 

•Includes Government deposit of $5,000,000. 



\ 
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All of them have issued federal reserve notes of which at present 
time $160,000,000 in round figures are outstanding. One has purchased 
a site for its bank building and the others have leased quarters for long 
terms. 

The question is: Has the Federal Reserve Board the power to abol- 
ish any of the existing federal reserve districts established by the or- 
ganization committee as hereinabove described? 

As there can be onlv one federal reserve bank in a district, a dis- 
trict cannot be abolished without abolishing a bank. Therefore, insep- 
arably linked with the question first stated is the further question: Has 
the Federal Reserve Board the power to abolish a federal reserve bank? 

And since, concededly, the power to abolish a federal reserve dis- 
trict or a federal reserve bank is not granted in express terms, the ques- 
tion finally becomes: Is it to be implied from other provisions of the 
act that Congress intended to confer that power? 

The counsel of the board held not, in an opinion dated March 1, 
1915. Subsequently, Mr. Joseph H. Cotton of New York was consulted 
and he reached the opposite conclusion in an opinion dated November 
19, 1915. 

The federal reserve banks are not banks in the ordinary sense. 
They are banks composed of banks. They touch the business life of the 
nation in its most sensitive spot. Of all the processes of business, 
theirs is perhaps the most delicate. 

In determining whether Congress intended by implication to confer 
upon the Federal Reserve Board power to abolish one or more of these 
institutions, it is proper to consider that if the power exists at all it 
may be exercised not only now but at any time in the future. Certainly 
it was the expectation of Congress that the federal reserve banks would 
extend their roots deep; that upon them, as a foundation, permanent 
banking arrangements better than any we have ever known would be 
constructed, and that they would become interwoven with the business 
fabric of the country. 

If these expectations shall be realized, and in this discussion we 
must assume that they will be, the abolition of one or more of the fed- 
eral reserve districts, and consequently of one or more of the federal 
reserve banks, whether for better or for worse, would profoundly affect 
the currents of trade and alter the whole face of business throughout 
vast sections of the country to say nothing of the effect upon the in- 
vestments of member banks and perhaps of the public in the capital 
stocks of reserve banks. 

It must be acknowledged that the power to do such a thing is, to 
borrow a phrase of the Supreme Court, "a power of supreme delicacy 
and importance," and T am of the opinion that the failure to confer 
such a power in express terms would be regarded by the courts as virtu- 
ally conclusive that Congress did not intend it to be exercised except 
by itself. 
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A leading case in point is Interstate Commerce Commission vs. 
Railway Company, 167 U. S. 479. There the question was whether the 
Interstate Commerce Commission, when it found a particular rate to be 
unreasonable, was given the power by the act to regulate commerce as 
originally enacted, to prescribe what should be a reasonable rate for the 
future. As in the present instance, the power in question was not ex- 
pressly given, but the commission claimed that it had the power by nec- 
essary implication. 

Briefly stated, its contention was that it was expressly charged with 
the enforcement and execution of the provisions of the act; that among 
other provisions was section 1, which required all charges to be reason- 
able and just and prohibited every unjust and unreasonable charge; that 
in the nature of things it could not enforce this mandate of the law 
without a determination of what are reasonable and just charges, and 
finally, since no other tribunal was created to make that determination, 
it must be implied that the commission was authorized to do so (167 U. 
S. 500, 501). 

The court, overruling this contention, held that, as the act did not 
expressly grant the power, the commission did not possess it. Speaking 
through Mr. Justice Brewer, the court said: 

"The question debated is whether it (Congress) vested in the com- 
mission the power and the duty to fix rates; and the fact that this is a 
debatable question and has been most strenuously and earnestly debated, 
is very persuasive that it did not. The grant of such a power is never 
to be implied" (494). 

Again, it refers to "the inference which irresistibly follows from the 
omission to grant in express terms to the commission this power of fix- 
ing rates" (506). And again, the vice of this argument is that it is 
building up indirectly and by implication a power which is not in terms 
granted (509). Still again: "And if it (Congress) had intended to 
grant the power to establish rates it would have said so in unmistakable 
terms" (509). 

While this seems to me decisive of the matter, I will nevertheless 
examine the provisions of the act which is put forward as a ground for 
implying that Congress intended to confer upon the Federal Reserve 
Board the power in question. That provision, which is found in section 
2 immediately following the grant of power to the organization commit- 
tee to designate federal reserve cities and to establish federal reserve 
districts, reads as follows: 

"The determination of said organization committee shall not be sub- 
ject to review except by the Federal Reserve Board when organized; 
provided, that the districts shall be apportioned with due regard to the 
convenience and customary course of business, and shall not necessarily 
be coterminous with any State or States. The districts thus created 
may be readjusted and new districts may from time to time be created 
by the Federal Reserve Board not to exceed twelve in all." 
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The merely negative statement that the determination of the organ- 
ization committee "shall not be subject to review except by the Federal 
Reserve Board when organized/' clearly cannot be enlarged into an af- 
firmative grant of power to the board to review and set aside everything 
done by the organization committee. 

The reasonable view is that by that language Congress meant that 
the determination of the organization committee should not be subject 
to review at all, except insofar as the subsequent provisions specifically 
authorize a review by the Federal Reserve Board. The only subsequent 
provision authorizing a review of the determination of the organization 
committee of the Federal Reserve Board is contained in the sentence: 

"The districts thus created may be readjusted and new districts 
may from time to time be created by the Federal Reserve Board, not to 
exceed twelve in all." 

But the power to readjust districts does not necessarily carry with 
it the power to abolish districts and banks. On the contrary, it would 
be departing from the usual meaning of the language to give it that 
effect. In the affairs of business especially, the word "readjust" is as- 
sociated with the idea of preservation rather than of destruction. When 
it is used in connection with any business or political entity, we instinc- 
tively think not of the destruction of that entity, but of its preserva- 
tion in some other form. When it is used in connection with a geo- 
graphical area, such as a district, we instinctively think of changes in 
boundary lines — not of the blotting out of everything. To illustrate, 
suppose the constitution had provided that Congress should have power 
to readjust the States taken into the Union. Would it be contended 
that this included power to abolish States? I cannot think so. Like- 
wise here, in my opinion, the # power to readjust districts refers to 
change in boundary lines. 

This conception of the power is exemplified in the changes hereto- 
fore made by the Federal Reserve Board in the boundaries of the dis- 
tricts as fixed by the organization committee. To cite one instance, 
Northern New Jersey was detached from the district of which Philadel- 
phia is the centre and annexed to the district of which New York is the 
centre. -But if what was meant by readjustment of districts were ob- 
Bcure instead of reasonably clear, there would still be no ground for 
implying the power to abolish districts, and consequently to abolish 
banks, from a power to readjust districts and to add new districts. 

A power not expressly conferred can arise as an incident to the 
exercise of some other power only because essential to the exercise of 
that power, or because included therein as a lesser power of like nature 
or effect. (The Floyd Acceptance, 7 Wall., 666, 680; Branch vs. Jessup, 
106 U. S., 468, 478.) 

No one would say that the power to abolish is a lesser power than 
the power to readjust. It only remains, then, to inquire whether the 
power to abolish districts and banks is essential to the exercise of the 
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power to readjust districts. In other words, would the power to read- 
just districts, which is expressly conferred upon the board, be nullified 
or rendered impotent if the power to abolish districts and banks is with- 
held? 

I have not heard that contention made and I do not see how it 
could be made. Obviously, the power conferred can fall short of the 
power of abolition and still have a wide and useful field of operation. 
From time to time much may be done to promote the convenience and 
efficiency of the system by readjusting the boundaries of districts, add- 
ing here and taking away there, without abolishing districts and with- 
out abolishing banks. 

The only grounds upon which a power may be implied are thus 
lacking here. Rather, the specification of the power to read- 
just districts and of the power to increase the number of 
districts carries with it the implication that Congress did not 
intend to grant the greater power to abolish districts. As the Su- 
preme Court has said in similar circumstances: "If Congress had de- 
cided to grant such authority it would have been easy to say so in ex- 
press terms." (Tillson vs. United States, 100 U. S. 43-46.) 

I sum up my conclusions as follows: 

First — Concededly the power to abolish federal reserve districts and 
federal reserve banks is not conferred upon the Federal Reserve Board 
in express terms. 

Second — It is a rule of statntorv construction that the failure to 
grant in express terms a power of such great consequence raises a con- 
vincing presumption that Congress did not intend to grant it. 

Third — Putting out of view that presumption, there is no provision 
in the act from which an intention to confer this power can fairly be 
implied, but on the contrary there is a provision which shows affirma- 
tively that Congress did not intend to confer it. 

Fourth — The absence of any mention of such a power in the re- 
ports of committees and the debates dealing with the legislation shows 
that the thought of conferring it was not in the mind of Congress. I 
am of the opinion, therefore, that the board does not possess the power 
in question. Very respectfully, 

T. W. Gregory, Attorney General. 
The President, The White House. 

One question that the opinion raises is whether the action 
of the Federal Reserve Board in transferring northern New 
Jersey from the Philadelphia reserve district to the New 
York reserve district was legal. Under the Attorney Gen- 
eral's opinion there can be no changes made by the Federal 
Reserve Board in the geographical boundaries of federal re- 
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serve districts. The twelve districts designated by the or- 
ganization committee must stand as constituted. 

It may be added that it does not seem reasonable to sup- 
pose that Congress would have authorized the organization 
committee to establish these very elaborate banking units if 
another body to be organized only a few months later was 
to have the power not only to make readjustments among 
them but to abolish altogether a substantial number of them. 

The power of readjusting districts and of creating new 
districts conferred by this provision upon the Federal Re- 
serve Board is subject to two limitations only: (1) There 
must be "due regard to the convenience and customary 
course of business," and (2) the number of districts cannot 
exceed twelve. (Section 2). 

If, therefore, the power to read j ust districts includes the 
power to abolish districts, there is nothing to prevent the 
board from abolishing districts and banks until the number 
is reduced not only to eight, but to six, four, or even one, if 
the judgment of the board with due regard to the conven- 
ience and "customary course of business," dictates that 
policy. 

But not only does this provision afford no sufficient basis 
for implying that Congress intended to grant the power in 
question — there is another provision in the act which shows 
affirmatively that it did not intend to grant that power. 

Section 4 provides that "upon the filing of such certifi- 
cate with the Comptroller of the Currency as aforesaid, the 
said federal reserve bank shall become a body corporate and 
as such, and in the name designated in such organization 
certificate, shall have power * * * to have succession for a 
period of twenty years from its organization, unless it is 
sooner dissolved by an act of Congress or unless its fran- 
chise becomes forfeited bv some violation of the law." 

Assurance by Congress obtains that a federal reserve 
bank shall have the right to exist for a period of twenty 
years, except in two contingencies, unless it shall forfeit the 
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right by a violation of law, or unless Congress itself shall 
shorten the period. 

The federal reserve banks were organized and their cap- 
ital subscribed, on the faith of that express assurance of en- 
joying that right. 

To imply a power in the board to abolish these banks at 
will would directly conflict with the powers expressly con- 
ferred upon them by this section. A power thus conferred 
cannot be seriously impaired by implying a conflicting 
power — at least not unless the grounds for the implication 
are irresistible, which is not the case here. 

Naturally, however, the Attorney General considered 
only the law of the matter.. Profit from operation is not the 
object of the organization and there are times when loss 
from operation may be a public duty. 

Comptroli,er of the Currency Would Stop Personal 
Use of Own Deposits by Institution Officials 

December 4, 1915, the Comptroller of the Currency 
stated that Congress should enact a law preventing bankers 
from lending money to themselves, or for their personal ben- 
efit. That officer, in commenting on the closing of the doors 
of the First National Bank of New Richmond, O., on No- 
vember 20, made the following statement : 

The failure of this bank was due to bad banking. At the time of 
its suspension the bank was lending to its president and cashier and 
to enterprises directly or indirectly controlled by thein, an amount ex- 
ceeding its total deposits. 

This emphasizes the importance of obtaining legislation which will 
prevent bank officers from lending to themselves, or for their personal 
benefit, the funds of depositors committed to their care. 

New Treasury Ruijc Changing Methods of Retiring 
National Bank Circui<ation and of Refunding 

Government Bonds 

December 11, 1915, new regulations for a method of re- 
tiring National bank circulation and of refunding United 
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States two per cent, bonds, as provided for by the Federal 
Reserve Bank Act, received the approval of the Secretary 
of the Treasury. A statement from the Treasury Depart- 
ment on the subject is in part as follows: 

On and after December 28, 1915, when section 18 becomes effective, 
any National bank may submit to the Treasurer of* the United States 
application to sell at par and accrued interest any bonHs securing cir- 
culation which the bank desires to retire. On March 81, 1916, and 
quarterly thereafter, the Treasurer of the United States will submit to 
the Federal Reserve Board a list of all applications to retire circulation 
that have been received at least ten days before such date. The board 
will pass upon such applications and will advise the treasurer of any 
bonds allotted to the federal reserve banks for purchase. 

The treasurer will then call on the ' federal reserve banks required 
to purchase the bonds to deposit lawful money therefor, and after re- 
ceipt of such deposits the treasurer will cover into the Treasury such 
sums as may be necessary to redeem the notes to be retired, will remit 
the balance to the banks selling the bonds, and transfer title of the 
bonds to the federal reserve bank acquiring them. 

Federal reserve banks owning two per cent, consols of 1980 or two 
per cent. Panama Canal bonds, against which no circulation is outstand- 
ing, may apply for the conversion of such bonds into one-year three per 
cent, notes or thirty-year three per cent, bonds. Such applications may 
be submitted at any time, but conversions will be made quarterly on the 
first day of January, April, July and October, which are dividend dates 
for the consols of 1980. 

The notes will be termed "one-year Treasury notes"; they will be 
payable one year from date of issue, and a bank applying therefor most 
execute an obligation to purchase at recurring maturities for thirty years 
similar notes in like amounts. Subsequently banks may exchange such 
notes for three per cent, bonds. These notes will be issued in denom- 
inations of $1,000, $10,000 and $50,000. The bonds will be termed 
"three per cent, conversion bonds," and will be payable thirty years 
from January 1 of the year of issue; they will be issued in denomina- 
tions of $100, $1,000 ; $5,000 and $10,000. 

Both notes and bonds will be issued in registered and coupon form; 
they will bear interest at three per cent., payable quarterly on the first 
day of January, April, July and October; they will be payable, princi- 
pal and interest, in gold coin of the present standard value, and will 
be exempt from all taxation. They will not be acceptable as security 
for circulation. 
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Section 18 of the Federal Act Effective December 

31, 1915, and the Secretary of the Treasury's 

New Plan for Retiring National Bank 

Circulation 

December 18, 1915, the Secretary of the Treasury an- 
nounced that he had established a method of retiring the old 
National bank currency and of refunding the United States 
two per cent, bonds as prescribed by the Federal Reserve 
Act. 

The volume of currency to be retired by the regulations 
formulated for putting the provision of the reserve act into 
operation is approximately $730,000,000. The total Nation- 
al bank circulation outstanding is $771,000,000, but a con- 
siderable part of this is secured by State and municipal 
bonds instead of the Government 2 per cents, which may be 
refunded. 

The banking sentiment of the country for some time has 
been in favor of the early retirement of as much of the Na- 
tional circulation as practicable. Bankers have pointed out 
repeatedly that the supply of currency now at hand consists 
of all the old National bank circulation as well as the con- 
siderable volume of federal reserve notes which have been 
issued since the new currency system was put into operation. 

The view has been expressed frequently that the country 
is heavily over-supplied with currency as the result of the 
absence of some provision for the retirement of the National 
bank circulation. Instead of a flexible volume of currency, 
enlarging or diminishing in response to the seasonal and 
other needs of the business community, there has existed a 
non-flexible volume which many bankers regarded at certain 
periods as more than sufficient for the needs of business. 
Here is a statement issued by the secretary outlining the 
regulations establishing the method of retiring National 
bank circulation and of refunding United States two per 
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cent, bonds as provided by section 18 of the Federal Re- 
serve Act: 

The regulations provided that on and after December 81, 1915, when 
section 18 becomes effective, any National bank may submit to the Treas- 
urer of the United States application to sell at par and accrued interest 
any bonds securing circulation which the bank desires to retire. On 
March 81, 1916, and quarterly thereafter, the Treasurer of the United 
States will submit to the Federal Reserve Board a list of all applica- 
tions to retire circulation that have been received at least ten days before 
such date. 

The board will pass upon such applications and will advise the 
treasurer of any bonds allotted to the federal reserve banks for pur- 
chase; thereupon the treasurer will call on the federal reserve banks re- 
quired .to purchase the bonds to deposit lawful money therefor and 
after receipt of such deposits the treasurer will convert into the Treas- 
ury such sums as may be necessary to redeem the bonds to be retired, 
will remit the balance to the banks selling the bonds and will transfer 
title of the bonds to the federal reserve bank acquiring them. Applica- 
tions to retire circulation which are not accepted by the board most be 
subsequently renewed. 

The regulations further provide that federal reserve banks owning 
two per cent, consols of 1980 or two per cent. Panama Canal bonds 
against which no circulation is outstanding may apply for the conversion 
of such bonds into one-year three per cent, notes or thirty-year three 
per cent, bonds. Such applications may be submitted at any time, but 
conversions will be made quarterly only on the first day of January, 
April, July and October, which are the dividend dates for the consols 
of 1930. 

Not to exceed one-half of the bonds tendered may be converted into 
notes. The notes will be termed "one-year Treasury notes" ; they will be 
payable one year from date of issue and a bank applying therefor must 
execute an obligation to purchase at recurring maturities for thirty years 
similar notes in like amounts. Subsequently banks may exchange such 
notes for three per cent, bonds. 

These notes will be issued in denominations of $1,000, $10,000 and 
$50,000. The bonds will be termed "three per cent, conversion bonds" 
and will be payable thirty years from January of the year of issue; 
they will be issued in denominations of $100, $1,000, $5,000 and 
$10,000. 

Both notes and bonds will be issued in registered and coupon form; 
they will bear interest at three per cent., payable quarterly on the first 
day of January, April, July and October; they will be payable princi- 
pal and interest in gold coin of the present standard of value and will 
be exempt from all taxation. They will not be acceptable as security 
for circulation. 



AND COGNATE STATUTES 149 

The Federal Reserve Board Makes Ineligible Office 
Holders and Members of Party Committees 

for Officers or Directors 

December 22, 1915, the Federal Reserve Board adopted 
resolutions to the effect that public office holders and mem- 
bers of political party committees are ineligible for election 
as officers or directors of federal reserve banks. The resolu- 
tion, which was offered by the Secretary of the Treasury, 
also informs member banks of the reserve system that in the 
opinion of the board such persons henceforward should not 
act as officials or directors of reserve banks. - 

The action of the board was taken without discussion, 
the resolution being offered during an election of class C 
directors of reserve banks. It was stated especially that 
the action was not aimed particularly at any candidate or at 
any director or officer now serving. 

This action by the board will apply to the selection of 
class directors. The action of the Federal Reserve Board is 
final and conclusive in the matter, and no appeal from it is 
provided in the Federal Reserve Act. 

No member manifested a disposition to modify the prop- 
osition that politicians should not use the banking system of 
the country as a part of their patronage or as any adjunct 
of the party machinery. The text of the resolution follows : 

Whereas, It is the opinion of the Federal Reserve Board that per- 
sons holding political or public office in the service of the United 
States, or of any State, territory, county, district, political subdivision 
or municipality thereof, or acting as members of political party com- 
mittees, cannot consistently with the spirit and underlying principles 
of the Federal Reserve Act, serve as directors or officers of federal re- 
serve banks. 

Resolved, That the Federal Reserve Board hereby expresses to the 
member banks its opinion that no such persons should henceforward be 
elected, or act as directors or officers of federal reserve banks, and pre- 
scribes as a condition of eligibility that candidates for election shall 
comply with the terms of this resolution. 

Resolved, further, That copies of this resolution be sent to every 
member bank and federal reserve bank, and all directors of federal re- 
serve banks. 
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It was stated that the action of the board was made 
necessary because of the pressure of political influence for 
candidates for directorships, and that the urgency of politi- 
cians became so emphatic that no progress could be made 
without hazard of offense to leading men who undertook to 
dictate the choice of directors. 

The situation grew out of the banking practice of prac- 
tically every part of the United States for half a century. 
National banks in many cases have been a part of the party 
system to a material degree with senators and representa- 
tives using their influence in Washington to obtain or in- 
crease Government deposits and to control bank organiza- 
tions for the value they might have in commanding political 
support. The board in the year that has elapsed since the 
organization of the Federal reserve system has realized that 
the same influences that attended the operation of the Na- 
tional banks would continue to the new system, and as time 
passed grow stronger until the system would probably be 
the creature of political domination. 

Government Two Per Cent. Bonds May be Refunded 

December 23, 1915, and within twenty years there- 
after, the Federal Reserve Board may, at the request of any 
member bank, direct federal reserve banks to purchase at 
par, not to exceed $25,000,000 in any one year, Government 
two per cent, bonds used to secure circulation, and circula- 
tion thereby secured shall be retired, and federal reserve 
banks so purchasing may issue circulation in accordance 
with chapter second of the National Bank Act, sections 
5157-5189, Title LXIL, U. S. R. S. 1 

A federal reserve bank may exchange Government two 
per cent, bonds for one-year three per cent. Government 
gold notes in amount equal to one-half of amount of bonds 
exchanged, and thirty-year Government three per cent, 
bonds without circulation privilege equal to remainder, pro- 
caine's National Banking Laws (7th Ed.), pp. 55-67. 
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vided such bank agrees to purchase for gold if so requested 
at the end of each year for thirty years, an amount of notes 
equal to. the notes so received. Such notes subject to the 
approval of the Federal Reserve Board may be exchanged 
for Government three per cent, thirty-year bonds. 

The American International Corporation 

December 23, 1915, the American International Corpo- 
ration, with a capital of $50,000,000 and a charter which 
permits it to engage in almost any enterprise, was incorpo- 
rated at Albany, N. Y. A corporation organization tax of 
$25,000 was paid. There have been no promotion fees and 
there will be no underwriting profits. 

The company will begin operations with a capital of 
$50,000,000, of which $49,000,000 will be in common stock 
and the remaining $1,000,000 in managers' shares. The par 
value will be $100. Twenty-five million of the new stock 
will be offered to stockholders of the National City Bank at 
par. The remaining $24,000,000 common stock will be of- 
fered to those institutions and individuals who have agreed 
to contribute toward furthering the ends of the new com- 
pany. The managers' shares will be offered to those men 
connected with the company in an executive capacity. The 
managers' shares will share alike in the profits of the Ameri- 
can International Corporation until in excess of seven per 
cent, has been paid in dividends on the common stock. Then 
the managers' shares will receive twenty per cent, of all dis- 
bursements made and the common stock the remaining 
eighty per cent. 

The corporation has a charter that can hardly prove re- 
strictive, no matter what the nature of the activities under- 
taken. It is primarily the object of the company to coop- 
erate with capitalists in foreign fields for the construction 
and operation of public utilities and after proper investiga- 
tion to acquire securities for resale in the United States. 
But as many of these securities, either because of small 
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issues or the remoteness of the issuing companies, could not 
well be placed direct with investors, it is planned to deposit 
them with a trustee and issue collateral debentures against 
them. These may either be secured directly by a particular 
issue of stock or bonds, or they may constitute a lien on the 
assets of the corporation. 

The text of the company's charter is as follows: 

We, the undersigned, desiring to form a corporation under the laws 
of the State of New York, pursuant to the present business corporation 
law of the said State, all of us being of full age and citizens of the 
United States, and at least one of us being a resident of the State of 
New York, do hereby certify, as follows: 

First — The name of the corporation is the American International 
Corporation. * 

Second — The purposes for which the corporation is to be formed 
are: i 

[Here follow the purposes under eleven sub-divisions.] 

In furtherance and not in limitation of the general powers con- 
ferred by the laws of the State of New York, it is hereby expressly 
provided that the corporation shall have also the following powers: 

To purchase or otherwise acquire real and personal property of 
every kind and description and wheresoever situated, including the 
stocks, bonds, and other evidences of indebtedness of any corporation, 
domestic or foreign, and to issue in payment or exchange therefor its 
stock, debentures, notes, bonds, or other obligations. 

To manage, improve, develop, lease, mortgage, pledge, hypothecate, 
deal in, sell, and dispose of all or any of the property, real or personal, 
at any time owned or controlled by the corporation. 

To apply for, obtain, register, purchase, lease or otherwise acquire, 
hold, own, use, operate, introduce, sell, assign or otherwise dispose of, 
any and all copyrights, trade marks, and patents, and any and all in- 
ventions used in connection with, or secured under, letters patent of the 
United States of America or elsewhere, or otherwise, and to use, exer- 
cise, develop or grant licenses in respect of, or otherwise turn to ac- 
count, any such copyright, trade marks, patents, inventions, improve- 
ments, apparatus, appliances, processes and the like, or any property or 
information so acquired. 

To make and enter into contracts of all kinds with and to act as 
agent (other than fiscal) or representative for any individual, firm, asso- 
ciation, private, public, quasi-public or municipal corporation, State, 
Government, or governmental authority; and to aid any lawful enter- 
prise. 

To borrow money for its corporate purposes; to make, accept, in- 
dorse, execute, issue, and deliver bonds, debentures, notes, bills of ex- 



AND COGNATE STATUTES 158 

change, or other obligations; to mortgage, pledge, and hypothecate any 
stocks, notes, bonds, or other evidences of indebtedness, and any other 
property held by it; and to lend money, with or without collateral secu- 
rity. 

To aid by loan, subsidy, guaranty, or in any other manner whatso- 
ever, any corporation whose stocks, bonds, securities, or other obliga- 
tions are in any manner, either directly or indirectly, held or guaran- 
teed; to do any and all other acts or things toward the preservation, pro- 
tection, improvement or enhancement in value of any such stocks, bonds, 
securities or other obligations, and to do all and any such acts or things 
designed to accomplish any such purpose. 

To carry on any business or operation deemed advantageous, which 
is incidental or accessory to any of the powers or purposes hereinbefore 
specified; to acquire, use, undertake, manage and dispose of contracts, 
properties and rights of all kinds, including the assets, franchises, busi- 
ness, good-will and liabilities of corporations, associations, firms and in- 
dividuals, and to give guarantees in respect thereto; and, generally to do 
anything that a natural person might lawfully do or cause to be done in 
connection with any of the said things. 

Nothing herein contained shall be construed as authorizing the busi- 
ness of banking, nor as including or authorizing the exercises of any 
business or powers of a moneyed corporation, or a corporation provided 
for by the banking, the insurance, or the railroad laws, or of an educa- 
tional institution or corporation which may be incorporated as provided 
in the education law, nor as authorizing the exercise within the State of 
New York of any of the business or powers of a corporation provided 
for by the transportation corporation law, nor as authorizing, or intend- 
ing to authorize, the performance at any time of any act or acts then 
unlawful. 

Third — The amount of capital stock of the corporation is fifty mil- 
lion dollars ($50,000,000), of which one million dollars ($1,000,000) is 
preferred stock, to be known as "managers' shares," and forty-nine mil- 
lion dollars ($49,000,000) is common stock. 

The preferred stock shall be entitled to receive out of the surplus 
profits dividends at the same rate as that paid on the common stock until 
the dividends aggregating seven per cent. (7%) shall have been paid 
or declared on both classes of stock during any one year. 

Thereafter, the preferred stock shall be entitled to receive one-fifth 
(l-5th) of any further distribution of surplus during that year, and the 
common stock shall be entitled to receive four-fifths (4-5ths) thereof. 

Upon the liquidation of the corporation and the distribution of its 
assets, the preferred stock shall be entitled to receive an amount equal 
to the par value thereof, before any distribution shall be made to the 
common stock, which shall be entitled to receive out of the assets then 
remaining an amount equal to the par value thereof; after which the 
preferred stock shall be entitled to receive one-fifth (l-5th) of the as- 
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sets, if any, then remaining undisturbed, and the common stock shall bo 
entitled to receive four-fifths (4-5ths) thereof. 

Fourth — The number of shares of which the capital stock shall 
consist is five hundred thousand (500,000), of the par value of one hun- 
dred dollars ($100) each. The amount of capital with which the cor- 
poration will begin business is three thousand dollars ($8,000). 

Fifth — The principal office of the corporation is to be located in the 
Borough of Manhattan, City, County and State of New York. 

Sixth — The duration of the corporation is to be perpetual. 

Seventh — The number of directors of the corporation is to be twen- 
ty-four (24). Directors need not be stockholders. As soon as prac- 
ticable, the directors shall divide themselves into four (4) classes, each 
of which classes shall consist of six (*3) directors. Each of the di- 
rectors of the first class shall hold his office for one (1) year, or until 
the next annual election : each of the directors of the second class shall 
hold office for two (2) years, or until the second annual election; each of 
the directors of the third class shall hold his office for three (8) years, 
or until the third annual election ; and each of the directors of the fourth 
class shall hold his office for four (4) years, or until the fourth annual 
election. At each annual election the successors to the class of directors 
whose terms shall then expire shall be elected to hold office for the term 
of four (4) years, so that the term of office of one class of directors 
will expire in each year. 

The eighth section contains the names and addresses of the directors 
for the first year. 

The ninth section contains the names and addresses of the three in- 
corporators. 

The tenth section contains "provisions for the regulation of the busi- 
ness, and for the conduct of the affairs of the corporation." 

The following is an official statement: 

The company is organized for the purpose of doing an international 
business and establishing trade relations with different countries which 
will help make a world-wide market for our products; for financing and 
promoting the development in foreign countries by American engineers 
of great public and private undertakings; for assisting in financing 
the rehabilitation of industries in foreign countries and for the purpose 
of undertaking such domestic business as seems advantageous in connec- 
tion therewith. 

The charter confers wide powers. The company may buy and sell 
all varieties of domestic and foreign securities. It may contract with 
domestic or foreign governmental bodies for franchises, concessions and 
so on. It may explore for mines or other riches of the earth, manage 
and own them. It may engage in agriculture or carry on a general mer- 
cantile business in any part of the world. It may build and operate 
hotels, restaurants, shops, parks and other places of entertainment. 
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Also the company may promote and build telephone and telegraph 
systems in any part of the world outside of New York; build and pro- 
mote gas, electric light and power works, water works, dams, flumes, 
water courses, aqueducts, sewage, drainage and sanitary works, wharves, 
piers, dry docks, basins, tugs, warehouses, oil tanks and other terminal 
facilities, and make investments in and carry on all kinds of mining, 
manufacturing, irrigating, agricultural, stock raising, real estate, mer- 
cantile, commercial, industrial, engineering and development enterprises. 

This corporation may reach an importance in its influ- 
ence on American trade comparable with that which the 
East India Company exerted upon the development of 
England's Asiatic possessions, or that which the Hudson 
Bay Company has had upon the development of Canada. 

The new venture is the most ambitious attempt that has 
ever been made among the ranking nations in world com- 
merce and finance. Its purpose will be to carry American 
capital into foreign fields, and to open the markets of the 
world to machinery, clothing and foodstuffs. It is an out- 
growth, in a way, of the European conflict, which means 
the withdrawal of capital that has been supplied by Great 
Britain, Germanv and France. 

In making plans for the new company effective the Na- 
tional City Bank's branches recently established in Argen- 
tina, Brazil, Uruguay and the West Indies, together with 
the sixteen foreign branches of the International Banking 
Corporation, control of which was recently obtained by the 
National City Company, will play an important part. 1 

i England's preeminence as the world's financial market has been due largely 
to the service performed by the English acceptance houses, and to the existence 
of an active discount market for bills on London originating in all parts of the 
world. Exchange on London has been the means of settlement of transactions 
in international commerce for years, with the resultant large profits to English 
bankers. These English banks have an aggregate capital and surplus of $60,- 
000,000 and total deposits and credits in accounts current of over a quarter of a 
billion dollars. 

The most important British institution has paid dividends of 20 per cent, 
annually for many years. This is the London and River Plate Bank, which was 
established in 1869, and has now a paid-up capital of $9,000,000, with about 
thirty branches, including subsidiary banks in Brazil, Chile and Peru. The other 
British banks, while paying smaller dividends, have all established themselves 
firmly. England and Germany have put into Argentina, Brazil and Uruguay in 
the last twenty-five years approximately $4,000,000,000, and as a result enjoy 
together 46 per cent, of the total trade of these three countries. 
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As has been stated in the article entitled "Dollar Ex- 
change," by the force of circumstances growing out of the 
most momentous upheaval in the history of civilization the 
whole structure of our commercial prosperity is changed. 
From a borrowing nation dependent upon others for cap- 
ital to develop our natural resources or industrial expan- 
sion, we have become the lending nation, giving now out of 
our earnings the capital to supply the warring nations dur- 
ing hostilities. When peace comes, we will furnish not 
only the capital as well as the material for the industrial re- 
construction of a war-scarred continent. 

The benefits to our industries may be exceptionally 
great. If this undertaking is a success it may result in an 
achievement, to use a figure of speech, twenty-five thousand 
miles round and eight thousand miles in diameter, the size 
of the earth. The American investor will have an already 
mobilized financial force of a new character. It will give 
employment to thousands of American workers. It will in- 
crease the value of all the products of the United States and 
in this way stimulate land values. A railroad in a foreign 
country built by American capital obviously will be built by 
American engineers and constructed probably of American 
steel. Today the city of New York is the largest city in 
the world and it, not London, Berlin or Paris, is the money 
center of the earth. We are no longer an isolated conti- 
nental nation, but a world power. We have interests in the 
Philippines, Hawaii, Cuba, Puerto Rico and other islands, 
as well as in Canada and Mexico. We must be prepared to 
protect such exceptionally large interests. While the in- 
habitants of Europe are engaged in warfare we have a 
chance to commercially conquer to a very substantial extent 
the rest of the world. 

The Gold Notes of the Member Banks 

December 25, 1915, the New York Federal Reserve 
Bank reported $85,820,000 federal reserve notes outstand- 
ing; $140,000 of this note issue was secured by commercial 
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paper. Practically the entire sum is based on gold and law- 
ful money and the notes represent gold certificate circula- 
tion. 

The reports of the twelve regional reserve banks embrac- 
ing the whole United States showed that for the week end- 
ing December 17, 1915, bills discounted and bought 
amounted to less than fif tv-f our million dollars, and the net 
amount of federal reserve notes outstanding was less than 
fifteen million dollars. This, considering the power of ex- 
pansion inherent in the federal reserve system, is an insig- 
nificant showing, but it is gratifying as indicating that the 
banks of the country are able to take care of the needs of 
the federal reserve system for help. Of the bills discounted 
and bought mentioned above only thirty-three and one-half 
million dollars represented commercial paper, and about 
nineteen million dollars bankers' acceptances. 

The federal reserve system is not only a bank of reserve ; 
it is also a bank of issue. It is to be classed, therefore, with 
other banks of like character, such as the Bank of England 
and the Bank of France. The stability of these great for- 
eign banks has been based on the fact that their note issues 
represented gold deposits and gold redemption. The same 
applies as far as redemption is concerned to the federal re- 
serve notes and there is no objection to the plan, which 
member banks are now following, of taking out circulation 
against what amounts practically to gold deposits. 

Federal Reserve Board May Compel Member Banks to 

Subscribe to its Check Clearing Plans and 

Strengthen the Reserve System by 

Releasing Funds Heij> by 

Small Banks 

December 27, 1915, the Attorney General was asked for 
an opinion by the Federal Reserve Board as to the extent 
of its authority to compel member banks of the reserve sys- 
tem to subscribe to the check clearing plan of the board. 
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Under the present plan subscription by banks is purely 
voluntary, and of the nearly 8,000 National and State insti- 
tutions in the system, not more than 2,600 so far have sub- 
scribed. It was designed by the clearing function to save 
millions of dollars in the cost of collecting checks drawn by 
member banks on each other. With the clearing system in 
full operation, many millions of dollars now kept by small 
banks in city institutions which clear for them would be 
transferred to federal reserve banks, thus strengthening the 
reserve system and reducing the likelihood of loans for spec- 
ulative purposes. 

Such competition between the reserve banks and local 
clearing houses will not put the latter in jeopardy. 

Members of the board state that it has the power to 
compel member banks to join in the clearing plan in con- 
sonance with the law contained in the thirteenth paragraph 
of section 17 of the Federal Reserve Act. The statute re- 
quires every federal reserve bank to receive "on deposit at 
par" from member banks or reserve banks, checks and drafts 
drawn on its depositors which are bank members of its 
system. 

Comptroller of the Currency Approves Payment of 
Additional Compensation to Employees 

December 31, 1915, the Comptroller of the Currency 
issued the following letter to bank presidents: 

^December 31, 1916. 
To thk President ok Cashier: 

Inquiry is made of this office by National banks from time to time 
as to whether it is lawful for such banks to distribute at this season of 
the year additional compensation in the form of "bonuses" or Christinas 
presents to employees who receive stipulated salaries for the services 
they may have performed, and the question sometimes has been raised as 
to whether officers or directors have the right to make voluntary appro- 
priations of this character from earnings belonging to stockholders with- 
out receiving the ratification or sanction of shareholders. 

The records of National banks show that while the salaries paid to 
the principal officers of banks in some cities are large and are on a 
parity with, if not higher than, the salaries paid by other corporations, 
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yet the average salaries paid to the average bank officers are very mod- 
erate, while the salaries paid to bookkeepers, clerks and other employees 
are in many cases not only low but scanty. 

This office cordially approves of the disposition shown by some 
banks to recognize in a practical manner the faithful and valuable ser- 
vices of their officers and employees by distributing to them at the 
Christmas season, out of the net earnings of the bank, a special bonus 
in the shape of a percentage on their yearly salaries. The money thus 
distributed should not be regarded as given without value received. Such 
recognition from the bank is calculated to encourage and stimulate of- 
ficers and employees and to infuse in them new strength, courage and 
energy, which are likely to yield returns to the bank. 

When National banks have been successful and have earned more 
than their dividend, there can be no objection to their giving due con- 
sideration each year at this season to the propriety of distributing to 
their officers and employees, especially the latter, a certain percentage on 
their current salaries, as an extra allowance for faithful services 
during the year, out of the year's earnings which remain after the 
payment of the usual dividends and before the balance of profits has 
been carried to the credit of surplus. 

It is desirable, that this extra compensation, after being recom- 
mended or approved by the board of directors, should be submitted to 
the stockholders for their consideration, approval and ratification, before 
being actually distributed. 

As the annual meetings of stockholders of all National banks 
throughout the United States are held each year early in the month of 
January, a convenient opportunity is thus afforded for receiving from the 
shareholders of all banks such consideration and approval. 

You are requested to submit this letter to your board of directors at 
their next meeting. 

Federal Revenues Deposited Only in the Federal 

Reserve Banks 

January 3, 1916, the Federal Reserve Bank of New 
York began acting as the fiscal agent of the Government 
under the designation made by the Secretary of the Treas- 
ury, November 24, 1915, effective from and after January 
1, 1916. 

The customs receipts for January 3, 1916, and those of 
the First, Second, Third and part of the Fourteenth Inter- 
nal Revenue Districts, comprising all of the city of New 
York and some outside territory, were deposited in the re- 
serve bank instead of in various banks that have heretofore 
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received them in rotation. Existing Government balances in 
fourteen banks in the city were withdrawn and deposited in 
the reserve bank. They aggregated about $1,000,000. 

The reserve bank also began receiving on deposit from 
out-of-town members for immediate credit at par, but sub- 
ject to final payment by the Treasurer of the United States, 
all Government warrants and checks drawn on the Treas- 
urer of the United States. These include pay checks, pen- 
sion payments and similar items. 

Until f urther notice member banks in the city will collect 
such items through the sub-treasury as heretofore. When 
the facilities of the federal reserve bank for handling Gov- 
ernment deposits have been further developed, city member 
banks will be notified that Government warrants and checks 
may be sent to the reserve bank through the clearing house, 
subject to final payment by the Treasurer of the United 
States. 

The Policy or Issuing Federal Reserve Notes Open to 

Question 

March 7, 1916, the circulation of all National banks as 
reported by themselves under the call of that date, was 
$695,000,000, which was $17,000,000 lower than on Decem- 
ber 31, 1915. These are net figures, after deducting the 
amount of lawful money paid into the Treasury for the re- 
tirement of circulation. April 1, 1916, the public debt state- 
ment showed that the Treasury had assumed the redemption 
of $46,532,583 of outstanding bank notes. 

It is claimed that the policy of the issuing by certain of 
the federal reserve banks of currency upon two per cent. 
Government bonds, is doubtful. It is asserted that this 
policy tends to inflation and a plethora of money obtains. 

The policy is defended on the ground that to buy twos 
and not use the circulation privilege, or to convert the twos 
into threes and retain the latter, has the effect of invading the 
bank's rediscount capacity. Certainly it is wise to familiar- 
ize the public with this new form of currency in normal 
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times, when no disturbing question will be raised. The re- 
serve banks should only purchase twos to the extent they 
are required by the statute. 

It may be stated that the carrying of bonds without cir- 
culation issues unquestionably impairs to that extent the ca- 
pacity of a reserve bank to take rediscounts. Moreover, 
issues of these bank notes may be used to acquire gold, 
which clearly would not weaken the bank or promote inflar 
tion. However, it seems that with so little demand upon 
the reserve banks for rediscounts as there is at the present 
time, there is nothing to be gained by issuing the new form 
of notes, and the policy of issuing them, as has been stated, 
may tend to inflation. Furthermore, by converting the 
twos into three per cent, notes and bonds a start is made 
toward their final elimination. Presumably the Treasury 
will take up the three per cent, notes and the three per cent, 
bonds can be sold when desirable. 

The two per cent, bonds purchased by the reserve banks 
came from the National banks, and have been used for cir- 
culation purposes. The full amount of National bank cir- 
culation which may be retired in one month under the law 
is $9,000,000, and applications to cover this amount in 
April, 1916, -were filed on the first day of the month. The 
full amounts were also covered in March and February, 
1916. 

Federal Reserve District, But Not Bank, Subject to 

Change 

April 17, 1916, the Federal Reserve Board announced 
the opinion rendered by the Attorney General on two ques- 
tions referred to that official by the board, the first as to 
whether the board has power to change the location of a 
reserve bank, and the second as to whether or not the limit 
of $4,000,000 capital in a federal reserve district would pre- 
clude changing district boundaries when the amount of cap- 
ital is thereby reduced below the statutory limit required for 
the organization of the reserve system. 
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The first is decided in the negative. The Attorney Gen- 
eral states at length the reason why the limit named applies 
only to organization and does not continue as a limit after a 
district is once organized and boundary changes are made 
necessary by business conditions. 

The opinion of that officer is exceptionally important as 
it constitutes a guide to the board in connection with dif- 
ferent questions now pending before it. The major part of 
the opinion follows : 

I find no more warrant in the act for the abandonment of one fed- 
eral reserve city and the designation of a new one than I do for the 
abolition of a federal reserve district when once established. 

The power to designate a new federal reserve city, or to change the 
location of a federal reserve bank, is not expressly conferred by the act 
on the Federal Reserve Board. 

In my opinion there is no clear indication of an intent to confer on 
the Federal Reserve Board the power to change the location of federal 
reserve banks by the designation of new federal reserve cities. On the 
contrary, there are indications of an opposite intent. 

The duty of designating federal reserve cities belonged to the Re* 
serve Bank Organization Committee, as a part of the organization of the 
system, and the committee was required by the act to designate not less 
than eight nor more than twelve cities. This duty is named first among 
those imposed upon the Organization Committee, and it is imposed by 
the same provision of section 2, which required the committee to divide 
the United States into federal reserve districts. The same considerations 
that indicate an intention that the several districts should be permanent 
would also indicate that the designation of the cities was not to be made 
for temporary purposes, but was intended to be permanent, subject, of 
course, to change by Congress. 

In my opinion, this coupling of the duty of determining the dis- 
tricts with the duty of designating the federal reserve cities within the 
several federal reserve districts, shows an intent on the part of Congress 
that the cities so designated are to constitute the fixed centres in the 
scheme or system of division, the duty of designating the cities being 
coordinate with the duty of forming districts around them. 

The fact that the Federal Reserve Board, aside from the provision 
relating to the creating of new districts from time to time, was merely 
given the power to "readjust" suggests that there was to be some per- 
manent characteristic or element in the districts created by the Organ- 
ization Committee. If, however, in addition to the power which the 
Federal Reserve Board has of readjusting districts by changing their 
boundary lines, it also possessed the power to change tjie location of 
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the respective federal reserve cities within such districts, then the 
board could by successive changes of cities and boundaries, entirely 
obliterate existing districts and substitute in their place new districts 
totally different from those created by the Organization Committee. I 
do not think that Congress intended to confer such a power. 

The act provides that each federal reserve bank is to include the 
name of the city in which the bank is located. It is to be noted that 
there is no provision in the act by which the Federal Reserve Board may 
change the name of a federal reserve bank or amend its certificate in 
this respect. The whole tenor suggests permanency. The omission of 
Congress to grant by express language, the power to change federal re- 
serve cities is significant. It would have been easy, had Congress de- 
sired to grant the power to create new federal reserve cities, to have said 
so in express terms. 

It may be suggested that changes in the "customary course of busi- 
ness" or other changes not foreseen by the Organization Committee may 
result in inconveniences which the Federal Reserve Board cannot rem- 
edy if its power to change the location of federal reserve cities is de- 
nied. The answer is that the remedy is in Congress. 

It will be observed that the Federal Reserve Act expressly provides 
that no federal reserve bank shall commence business with a subscribed 
capital of less than $4,000,000. They were each to be organized when 
the minimum of capital had been subscribed. Only three-sixths of the 
capital subscribed is required to be paid in, the remainder being left 
"subject to call when deemed necessary by the Federal Reserve Board." 

The act specifically provides for the decrease of capital stock as 
member banks reduce their capital stock, and as they cease to be mem- 
bers. Member banks may cease to be members for any of four causes. 
While the minimum capital had to be subscribed in order to commence 
business the maintenance of that minimum is nowhere prescribed by the 
act. 

It is plain that a member bank can be a member only of the federal 
reserve bank of the district in which both are located. Of necessity, 
when the Federal Reserve Board in the exercise of its power to read- 
just transfers a member bank from one district to another, such trans- 
ferred bank must cease to be a member of the federal reserve bank of 
the district from which it is transferred. When it thus ceases to be a 
member the capital of the federal reserve bank may be reduced, and 
there is nothing in the act requiring the reduction to be made subject to 
the maintenance of a minimum capital. 

The Plan for Check Clearing and Collection 

April 29, 1916, the Federal Reserve Board announced 
the plan for check clearing and collection. The time for the 
beginning of the operation of the system is June 15, 1916. 
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The plan is being installed for the reason that pursuant 
to section 19 within seventeen months the reserves of the 
member banks will have been entirely withdrawn in the 
case of country banks and ordinary reserve centers from 
correspondent banks now carrying them, and will be in pos- 
session of the federal reserve banks themselves. This, if it 
does not abolish the reciprocal relations between banks, will 
at least make these relations more expensive, since the bal- 
ances which banks ordinarily carry one with the other will 
be what might be termed an excess fund, above reserve re- 
quirements. The Federal Reserve Board, therefore, pro- 
poses meeting the difficulty by instituting a check clearance 
plan of its own. 

As has been stated in the new plan, checks of non- 
member as well as member banks will be accepted at par 
where payment is made at par, but the non-member banks 
no doubt will prefer to do business with their correspond- 
ents as much as possible. 

It may be added that many of the small banks protest 
that the proposed plan will cause a decided curtailment of 
their revenues. Banks operating in small towns realize 
from $2,000 to $5,000 a year on collections. Under the fed- 
eral reserve plan this source of revenue will be destroyed. 

Following is the official announcement made by the 
Federal Reserve Board: 

To Member Banks: 

The Federal Reserve Board is empowered, under section 16 of the 
Federal Reserve Act, to require each federal reserve bank to — 

"Exercise the function of a clearing house for its member banks." 
After very thorough investigation and many conferences with the 
governors of the federal reserve banks on this subject, the Federal Re- 
serve Board has determined to exercise its authority and to 
offer to the member banks, and through them to the public, the ma- 
chinery of the federal reserve banks for the operation of a check col- 
lection and clearing system which it is believed, with the cooperation of 
member banks, will afford a direct, expeditious and economical system of 
check collecting and settlement of balances. The date for the mango- 
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ration of this system is expected to be June 15, 1916, or as soon there- 
after as the federal reserve banks can complete preparations for un- 
dertaking this work. 

Member banks in each district will in due course receive from their 
federal reserve bank full information as to the terms and all necessary 
details of the arrangement, but for the information of all concerned the 
general terms may be stated to be as follows: 

(1) In order that no inconvenience may be experienced the plan 
will follow as closely as practicable the practice which long experience 
has developed between country banks and their reserve city corre- 
spondents. 

Each federal reserve bank will receive at par from its member 
banks checks drawn on all member banks, whether in its own district or 
other districts. It is also proposed to accept at par all checks drawn 
upon non-member banks when such checks can be collected by the fed- 
eral reserve banks at par. 

Each federal reserve bank will receive at par from other federal 
reserve banks checks drawn upon all member banks of its district and 
upon all non-member banks whose checks can be collected at par by the 
Federal reserve bank. 

It is the purpose of the Federal Reserve Board to have the collec- 
tion system developed so as to embrace the collection of all checks on 
non-member banks and private banks, and while this cannot be done 
immediately, steps will be taken to afford these facilities as rapidly as 
possible. The federal reserve banks will prepare a list of all non- 
member banks, to be revised from time to time, which will be furnished 
to member banks. 

Immediate credit entry upon receipt subject to final payment will be 
made for all such items upon the books of the federal reserve bank at 
full face value, but the proceeds will not be counted as reserve nor be- 
come available to meet checks drawn until actually collected, in accord- 
ance with the best practice now prevailing. 

(2) Checks received by a federal reserve bank on its member 
banks will be forwarded direct to such member banks and will not be 
charged to their accounts until advice of payment has been received or 
until sufficient time has elapsed within which to receive advice of pay- 
ment. 

(8) In the selection of collecting agents for handling checks on 
non-member banks member banks will be given the preference. 

(4) Under this plan federal reserve banks will receive at par from 
their member banks checks on all member banks, and on non-member 
banks whose checks can be collected at par by any federal reserve 
bank. Member banks will be required by the Federal Reserve Board to 
provide funds to cover at par all checks received from, or for the ac- 
count of, their federal reserve banks: Provided, however, That a mem- 
ber bank may ship lawful money or federal reserve notes from its own 
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vaults at the expense of its federal reserve bank to cover any deficiency 
which may arise because of and only in the case of inability to provide 
items to offset checks received from or for the account of its federal 
reserve bank. 

(5) Section 19 of the Federal Reserve Act provides that — 
"The reserve carried by a member bank with a federal reserve 

bank may, under the regulations, and subject to such penalties as may 
be prescribed by the Federal Reserve Board, be checked against and 
withdrawn by such member bank for the purpose of meeting existing 
liabilities: Provided, however, That no bank shall at any time make new 
loans or shall pay any dividends unless and until the total reserve re- 
quired by law is fully restored." 

It is manifest that items in process of collection cannot lawfully be 
counted as reserve either by a member bank or by a federal reserve 
bank. Therefore, should a member bank draw against such items the 
draft would be charged against its reserves if such reserve were suffi- 
cient in amount to pay it ; but any resulting impairment of reserves would 
be subject to all the penalties provided by the act. 

Inasmuch as it is essential that the law in respect to the mainte- 
nance of required reserves by member banks shall be strictly complied 
with, the Federal Reserve Board will fix a penalty to be imposed upon 
member banks for encroaching upon their reserves. 

Member banks can at all times arrange to keep their reserves intact 
by rediscounting with their federal reserve bank. 

(6) Each federal reserve bank will determine by analysis the 
amounts of uncollected funds appearing on its books to the credit of each 
member bank. Such analysis will show the true status of the reserve 
held by the federal reserve bank for each member bank and will enable 
it to apply the penalty for impairment of reserve. 

A schedule of the time required within which to collect checks will 
be furnished to each member bank to enable it to determine the time at 
which any item sent to its federal reserve bank will be counted as re- 
serve and become available to meet any checks drawn. 

(7) In handling items for member banks a federal reserve bank 
will act as agent only. It will require that each member bank authorise 
it to send checks for collection to banks on which checks are drawn, and, 
except for negligence, will assume no liability. Any further require* 
ments that the board may deem necessary will be set forth by the fed- 
eral reserve banks in their letters of instruction to their member banks. 

(8) The cost of collecting and clearing checks must necessarily be 
borne by the banks receiving the benefit and in proportion to the service 
rendered. An accurate account will be kept by each reserve bank of the 
cost of performing this service and the Federal Reserve Board will, by 
rule, fix the charge, at so much per item, which may be imposed for the 
service of clearing or collection rendered by the reserve banks, as pro- 
vided in section 16 of the Federal Reserve Act. 
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Bank Acceptances Do Not Require Stamps 

April 80, 1916, the Acting Commissioner of Internal 
Revenue decided that revenue stamps are not required on 
bank acceptances, and the Federal Reserve Board instruct- 
ed the banks of the reserve system that stamps are no long- 
er needed on drafts, acceptances, overdrafts and post-dated 
checks. The text of the decision follows: 

In view of the decision made by the Supreme Court of the United 
States in the case of the United States vs. Isham (17 Wall. 496), that 
"the liability of an instrument to a stamp duty, as well as the amount of 
such duty, is determined by the form and face of the instrument, and 
cannot be affected by proof of facts outside of the instrument itself/' 
this office is of the opinion that drafts, acceptances, overdrafts and post- 
dated checks are not taxable under the above act as promissory notes, 
even though they are used in such a way as to perform some of the 
functions of a promissory note. 

Comptroller of the Currency to Furnish Reports of 

Bank Examinations 

May 1, 1916, the Comptroller of the Currency decided 
to furnish thereafter, beginning June 1, 1916, to each exam- 
ined bank, after an examination, a report of the bank's con- 
dition as made by the National bank examiners. These re- 
ports will set forth the actual condition of the bank as ascer- 
tained from its books and from statements to the examiner 
by its officers, as well as from other sources. 

In addition to the examiner's main report, a copy of 
which will be furnished to the bank, the examiners will make 
to the comptroller's office a supplementary report, contain- 
ing confidential data. The receiving of these reports from 
the comptroller's office twice a year will relieve banks of an 
expense which some incur for examinations by public ac- 
countants. 

The National banks of the country have been subject to 
periodical examinations under the direction of the comp- 
troller's office, and no portion of the reports has been 
furnished to the examined banks. 
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The examiners' reports and the criticisms which they 
have contained have, however, heen tfhe basis for instructions 
from the comptroller's office either through letters from the 
Comptroller or personally and directly by the examiners. 

Many banks in the past have asked for copies of these 
reports, but they have been refused because they have been 
considered of a confidential character. 

Federal Reserve Board Makes Bank Examinations 

Materially Cheaper 

May 1, 1916, the cost of bank examinations under the 
new Federal Reserve Banking System was materially re- 
duced. In a special report to the Federal Reserve Board by 
its Committee on Audit and Examination, comparisons be- 
tween the old and the new methods are given. 

Heretofore country banks have been assessed on the 
basis of capital stock alone, without reference to assets. 
Banks in reserve and central reserve cities paid higher as- 
sessments. While some banks now pay much more than 
they formerly did, it is also true that under the old system 
certain National banks in reserve and central reserve cities 
having assets of $1,000,000 or less and capital from $800,- 
000 to $400,000, paid a fee for examination ranging from 
$56 to $70, according to the amount of their capital stock 
and resources, while under the operation of the Federal Re- 
serve Act the same banks are paying a fee ranging from 
$36.50 to $44.50. 

Banks having resources of from $1,500,000 to $10,000,- 
000 in reserve and central reserve cities, paid for their exam- 
inations under the old system from $75 to $230, according 
to capital and resources, but these banks are now paying 
from $54.50 to $224.50. 

Only thirty-eight per cent, of the National banks in re- 
serve and central reserve cities have resources in excess of 
$10,000,000, and, therefore, sixty-two per cent, of the banks 
in those cities are now, according to this scale, paying for 
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their examinations less than they paid under the old plan, 
although examinations are quite as efficient as heretofore. 

Every country bank is charged for examinations a fixed 
fee of $25, plus two cents for each $1,000 of assets in ex- 
cess of the sum of $25,000. 

A Vote of More Than Two-Thirds of Stockholders of 
a National Bank Does Not Constitute a Vote 

to Liquidate 

May 1, 1916, the federal reserve counsel gave an opinion 
to the effect, that a vote of more than two-thirds of the 
stockholders of a National bank ratifying a sale of its as- 
sets to another corporation, does not constitute a vote to go 
into liquidation, as required by law. 

New York State Banking Institutions Oppose Par 

Collection Plan 

May 6, 1916, the following is the result of an investiga- 
tion made by the publishers of Financial America: 

The three questions, which follow, were presented to 
every National, State bank and trust company in New York 
State, and there are 765 such institutions. Of these 765 
banks, 481 are National banks, 204 State banks and 80 trust 
companies. Two hundred and forty of these, or more than 
thirty-one per cent., responded. The questions follow : 

No. 1. Do 70a consider that the plan for par collection of checks 
seriously militates against the extension of the federal reserve system? 

No. 2. If your institution is not a member of the federal reserve 
system, does the par collection plan act as a serious factor in its decision 
not to enter? 

No. 8. If your institution is a member of the federal reserve sys- 
tem, would the compulsory application of the par collection plan incline 
it to withdraw from the system? 

The result of the canvass follows: 

On question No. 1, 151 replies "Yes," 65 "No"; question No. 2, 88 
replies "Yes," 24 "No," and on question No. 8, 85 replies "Yes," and 
61 "No.- 
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The attitude toward the federal reserve system's plan, according to 
statements received from the banks, is as follows: 

1. An overwhelming opposition on the part of country bankers to 
the par collection plan. 

2. A wide and, under present conditions, apparently, inalterable 
divergence of opinion between the majority of country bankers and the 
majority of New York City bankers as to the wisdom of extending the 
par collection system. 

8. That, in a general way, opposition to the par collection plan 
increases with the distance from New York City. 

4. That the attitude of a large majority of the country bankers 
toward the par collection plan is based upon the proportion of earnings 
of their respective institutions contributed by exchange charges. 

5. That many institutions which approve of the par collection plan 
for their own purposes regard it, however, as an obstruction to the ex- 
tension of the federal reserve system. 

6. That a very large majority of the banks consider, therefore, 
that the plan for the par collection of checks seriously militates against 
the extension of the federal reserve system. 

7. That many banks consider the par collection plan will continue 
to militate against the extension of the federal reserve system unless it 
is made to embrace all checks instead of being limited to checks on mem- 
ber banks. 

8. That the par collection plan is a serious factor in the decision 
of a majority of non-members to remain out of the federal reserve 
system. 

9. That a majority of member banks of the federal reserve system 
would be inclined to withdraw if the par collection plan were made com- 
pulsory. 

It may be added that up to the present time the board 
permitted the reserve banks to act upon their own volition in 
the matter of clearing checks and other items. While all the 
reserve banks have established a clearance system of some 
form or other, these systems have been far from uniform. 
One of the reserve banks established a system open for the 
use of all of its members. Another of the banks created a 
system open to the use of about eighty per cent, of its mem- 
bers, while the systems adopted by the remainder of the re- 
serve banks were used by a decreasing percentage of the 
member banks. The system which the Federal Reserve 
Board directs the reserve banks to establish is, in its gen- 
eral outline, uniform in each of the twelve districts. 



AND COGNATE STATUTES 171 

compteolleb of the currency issues new forms, 
Makes New Inquiries and Urges Vacations 

* 

for Bank Employees 

May 8, 1916, the new forms were sent by the comptroller 
to National banks to be used in his next call. They contain 
several schedules not heretofore included. These embrace 
an inquiry as to the number of employees who have taken no 
vacations for five years past. Because most men are physi- 
cally and mentally in better shape to perform their duties 
when they have the benefit of a yearly vacation and because 
of other obvious advantages, including the opportunity af- 
forded of having an impartial check made of books and ac- 
counts of all employees while on vacation besides the train- 
ing given understudies and assistants, the comptroller com- 
mends the granting of a vacation period to all bank em- 
ployees each year. This is a suggestion which the author 
when New York State Bank Superintendent requested 
financial institutions to adopt, recommending that such va- 
cations, however, should be given without previous notice. 
Another schedule which was not in the last statement of con- 
dition, requires banks to show the amount of money loaned 
to outsiders, or those who are not depositors in the bank. 

The report also requires banks to show the amount of 
money loaned by them to other National banks and to State 
banks and trust companies separately. 

The form previously used requiring banks to state the 
amount of bonds of foreign Governments owned has been 
modified on this call so as to sftiow loans to the different 
European nations and also to South American Gov- 
ernments. 

In connection with the clearance system about to be 
adopted by the federal reserve banks, the comptroller has re- 
quested banks to report the number and amount of checks 
received by each bank bearing a bank endorsement which 
bad been protested at the receiving bank since the date of the 
last call. 
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The Federal Reserve System and Rural Credits 

The first paragraph of section 24 of the Federal Reserve 
Act provides that any member bank other than in a cen- 
tral reserve city may loan on improved or unencumbered 
real estate in its district for a period not to exceed five years 
and in an amount not to exceed one-half of the actual value 
of the land. The aggregate of such loans must not exceed 
one-quarter of the capital and surplus, or one-third of the 
time deposits of such loaning bank. The same section also 
provides tfiat the Federal Reserve Board shall have power 
from time to time to add to the list of cities in which Na- 
tional banks shall not be permitted to make loans upon real 
estate in the manner and upon the conditions prescribed. 

Farming is a business often inefficiently conducted, but 
nevertheless the most stable industry. The personal equa- 
tion counts much in results. The question of credit resolves 
itself into one of individual nature. There is no reason why 
the unsuccessful farmer should have credit extended to him 
as an inherent right any more than the same principle might 
be applied to the unsuccessful merchant. 

The National Government cannot say to the fanner that 
it stands behind him with unlimited banking; if it did this 
every other business might plead for similar recognition and 
we would approach State bankruptcy. The trouble with 
the rural credit problem is that legislators enacting the 
banking laws of some of the States did not take into consid- 
eration that farming was a business and the lack of bank- 
ing capital was so often a controlling factor in legislation 
that the primary necessity was for banking laws that would 
keep as liquid as possible the insufficient capital of the com- 
munity. Conditions are changing so rapidly, however, that 
the farmer can now take his place with other business men 
but he has no reason to expect that he sfaail be preferred 
over other borrowers. 

The farmer has not been responsible for most of the 
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agitation that has been aroused over rural credits. The 
farmers probably own more rural bank stock than any other 
class of people. 

Under existing conditions American agriculture calls for 
two classes of credit— long-term mortgage loans and short- 
term credit loans. The former of these has hitherto been 
met largely by trust companies, savings banks, life insur- 
ance companies and other banking agencies not directly 
identified with agriculture. Short-term loans have generally 
been provided by the National and State banks and trust 
companies. 

It may also be stated that under section 24 and other 
provisions of the Federal Reserve Act, the federal reserve 
banks are each in touch with a well defined section of terri- 
tory and operate under broad regulations. They possess 
an element of discretion in the performance of their work 
that permits them to make the minor adjustment of rela- 
tions between the credit machinerv and the individual farm- 
er, upon which the success of any credit plan rests. 
Farmers as a whole will not make use of any rural credit 
mechanism that is not adapted to their needs. Their prob- 
lems are local and their needs individual. Unless there is 
thoroughly intelligent cooperation between the reserve banks 
and any new rural credit mechanism there will be duplicat- 
ion of governmental machinery. 

These banks have provided the following new credit 
facilities : 

First — They will discount farmers' paper collateraled by warehouse 
receipts at half, and in many cases considerably less than half, the cur- 
rent rates of interest; the rate to the farmer maker of the note to be 
not exceeding six per cent. 

Second — They will discount farmers' paper based on all the farm- 
ing activities that contribute to the production of crops or stock, at low 
discount rates. It is not to be expected, however, that these banks will 
discount notes given for buildings or to pay mortgages. 

Third — They will discount at rates of interest substantially lower 
than the prevailing rates in the rural districts the notes of farmers aris- 
ing out of the raising of live stock. 
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It may be added that the operation of federal reserve 
banks is exerting a material influence upon interest rates at 
centers where federal banks are located. Rates have been 
more moderate than in previous years. In time the con- 
stantly firm influence which has appeared in connection 
with money rates to commercial borrowers will be felt in the 
farming districts. 

Thus the operations of the reserve banks already con- 
stitute a rural credits mechanism which has extended agri- 
cultural credit to the farmers and stock raisers of the United 
States running into immense figures. Little has been said 
about these transactions and the service has been quietly 
performed. These discounts, however, represent a form of 
credit that either would not have been available to the fann- 
ing classes, or could have been obtained only with difficulty, 
if it had not been for the federal reserve banks. ' 

The Country- Wide Check Colt action Plan 

May 22, 1916, the date for the inauguration of the coun- 
try-wide collection plan was changed from June 15 to July 
15, 1916. 

Numerous protests were forwarded to members of the 
executive council of the American Bankers' Association, in 
session at Briarcliff, New York, on May 9 and 10, 1916, 
so that the bankers of the country might be allowed to con- 
tinue to receive this heretofore considered legitimate income.. 

Consideration was given to the matter at the meeting of 
the several committees, with the result that the members of a 
special committee were instructed to wait upon the Federal 
Reserve Board at Washington, to urge modification, or at 
least delay, in putting the proposed check collecting plan 
into effect. The committee waited upon the Federal Re- 
serve Board promptly and had exhaustive discussion with 
its members. 

The statute is mandatory. Paragraph 18 of section 16 
of the Federal Reserve Act is to the effect that all federal 
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reserve banks are constrained to receive on deposit at par 
from the banks, or from federal reserve banks, checks and 
drafts drawn on any of its depositors, and when remitted by 
a federal reserve bank, checks and drafts drawn by any de- . 
positor in any other federal reserve bank or member bank. 
It is especially stated that nothing in the statute shall be 
construed as prohibiting a member bank from charging its 
actual expense in collecting and remitting funds, or for ex- 
change sold to its patrons. The Federal Reserve Board is 
also constrained by rule to fix the charges to be collected by 
the member banks from its patrons whose checks are cleared 
through the federal reserve bank. 

The proposed plan will revolutionize American banking 
practice, so far as check collections are concerned. The 
custom has been followed by banks throughout the country 
of charging "exchange" on checks received from distant 
points. The plan of the Federal Reserve Board comprises 
the collection of checks in all parts of the United States 
without any deduction whatever for exchange. 

In accordance with the circular dated May 1, 1916, all 
checks on member banks going through the federal reserve 
bank channels must be paid and remitted for at par by the 
member banks on which the checks are drawn. This also 
applies to checks on non-member banks located in a place 
where there is a member bank, and where the checks on a 
non-member bank are sent by the federal reserve bank to 
the member for collection. 

The making a charge for transferring money from one 
locality to another has been one of the most legitimate rev- 
enues of a bank. Many different methods of avoiding the 
charge and of substituting the check for the bank draft have 
been adopted, but the result has been that the small country 
bank especially has in some way received its "exchange". 

If its customer did not purchase a draft from the bank 
and pay the customary exchange charge therefor, but in 
lieu thereof sent his check, it was customary for the bank, 
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when the check came to it, to deduct an amount for ex- 
change in remitting to those from whom it was received. 

The amount of uncollected checks constantly in transit 
in the mails, and known as "float," is estimated as high as 
$400,000,000. _The banks in the smaller localities have been 
confronted with the problems of handling such items at the 
least possible cost. 

In some cases, too, offers on the part of financial center 
banks to absorb the cost of collection have been proposed in 
order to gather volume. But regardless of what plan might 
have been adopted to reduce the cost in some cases, the bank 
of final payment received its customary compensation. 

The Federal Reserve *Board has directed attention to the 
fact that it is not compulsory for any member bank to send 
any of its items to any of the federal reserve banks, and 
that any member bank may, if it choose, continue to send 
its items through the customary channels. 

If checks on member banks find their way into any of 
the federal reserve banks, the latter will send them to the 
member banks upon which they are drawn, and the member 
banks will be compelled, as required by the statutes, to pay 
them at par without charge for exchange to those from 
whom they receive them. 

It may be added that the system in which personal 
checks to the amount of many millions of dollars were con- 
stantly circulating through circuitous routes, multiplying 
bank entries, inflating deposits, and counting as bank re- 
serves, was not only expensive and inefficient, but a source 
of weakness. Whatever may be said in favor of moderate 
exchange charges, and much may be said in justification of 
them, the workings of the old system were unsatisfactory. 

The original purpose of the authors of the Federal Re- 
serve Act seems to have been to make checks a circulating 
currency, absolutely good at par everywhere, without rec- 
ognizing that transfers of money may be necessary for the 
settlement of balances. The thirteenth paragraph of sec- 
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tion 16 allowing a charge to cover actual cost was added 
after the introduction of the bill. As has been stated each 
federal reserve bank will receive at par from its member 
banks, checks drawn on all member banks, whether in its 
own or another district, and also checks on non-member 
banks where they can be collected at par. The system will 
be extended to include non-member banks. All member 
banks will be required to remit for their own checks at par, 
but where it is necessary for them to sliip lawful money or 
federal reserve notes, because of inability to draw on the 
federal reserve bank or furnish offsets, this may be done and 
the expense charged to the federal reserve bank. 

Checks remitted to a federal reserve bank will not count 
as reserve or be subject to check until collected. 

It is necessary that the banks of every class shall make 
adequate earnings upon their capital and be compensated 
for services. While the readjustments are going on some 
of them may be unfavorably affected, but the volume of 
business is growing constantly. If the income is reduced 
from one source by a rule which applies to all banks, the 
result will be to seek pay in other ways. 

The Federal Reserve Act was designed to bring the 
banking units into an organization which would afford pro- 
tection from tfhe perils to which the business is subject. 

Details of the New York Free Check Collection 

Arrangement 

June 6, 1916, in a letter to the member banks of the 
Federal Reserve System for the New York district, Benja- 
min Strong, Jr., Governor of the federal bank, gave the 
details of the free check collection arrangement the Federal 
Reserve Board has adopted. 

The Governor stated the expenses in connection with 
the new arrangement would be provided by an assessment 
on the member banks not to exceed one and one-half cents 
an item. He also stated that banks which permitted their 
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reserves to fall below the legal limit would be penalized at 
the rate of two per cent, on the deficit in addition to the 
prevailing discount rate. He wrote: 

With the inauguration of the collection system the penalty for the 
impairment of reserves, provided by the Federal Reserve Act, will be im- 
posed. You will be requested to report monthly the average reserve re- 
quired to be kept with the federal reserve bank. Impairment of this re- 
serve, if any, will be ascertained by comparing this figure with the aver- 
age actual reserve shown by our books. The penalty has for the pres- 
ent been fixed by the Federal Reserve Board at a rate of interest on the 
average impairment equal to two per cent, above the discount rate for 
ninety-day paper, which now is four per cent. 

In explaining when the proceeds of the checks sent for 
collection will be available the Governor also stated: 

All items drawn on members of the New York Clearing House As- 
sociation received in time for clearing will be immediately credited at 
par and will thereupon become available as reserve or to pay checks 
drawn. Such items, however, will not be received from members of the 
New York Clearing House Association. 

For all other items immediate credit at par will be made, but such 
credit will not be available as reserve or to pay checks drawn, until the 
appropriate period indicated on the attached schedule has elapsed. 
These periods are based on the mail time required for items to reach 
the paying bank plus the mail time required for the paying bank to re- 
mit to the federal reserve bank of its district. By averaging the mall 
time it has been possible to include all points in the country in four 
divisions, namely, one, two, four and eight days. 

The Postal Savings Act Amended 

June 7, 1916, the postal savings bank act was amended. 
The most important amendment is the maximum limit upon 
interest-bearing accounts now raised to $1,000. The clause 
which provides that no one shall be permitted to deposit 
more than $100 in any calendar month is eliminated. Per- 
mission is given for the deposit of these funds in banks not 
members of the Federal Reserve System in case there are 
no members in the locality willing to receive them upon the 
terms fixed in the statute. The provision for security is 
modified to include, besides public securities supported by 
the taxing power, "other securities authorized by Act of 
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Congress." This modification was represented by mem- 
bers of Congress in debating these amendments to mean 
farm mortgage debentures, under the proposed rural credits 
law. 

Postal savings deposits now aggregate very nearly the 
sum of $80,000,000. This amendment does not fulfill the 
expectations of the promoters of the system, who claimed 
that hundreds of millions of dollars would be brought to 
light from secret accumulations. 

The following are the amendments : 

Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, That such part of sec- 
tion six of the act approved June 25, 1910, authorizing a system of 
postal savings depositories, as reads "but no one shall be permitted to 
deposit more than $100 in any one calendar month" is hereby amended 
to read as follows: "but the balance to the credit of any person, upon 
which interest is payable, shall not exceed $1,000, exclusive of accumu- 
lated interest"; and said act is further amended so that the proviso in 
section seven thereof shall read as follows : "Provided, That the board of 
trustees may, in their discretion, and under such regulations as such 
board may promulgate, accept additional deposits not to exceed in the 
aggregate $1,000 for each depositor, but upon which no interest shall 
be paid." 

Sec. 2. That postal savings funds received under the provisions of 
this act shall be deposited in solvent banks, whether organized under 
National or State laws, and whether member banks or not of the federal 
reserve system established by the act approved December 28, 1918, being 
subject to National or State supervision and examination, and the sums 
deposited shall bear interest at the rate of not less than two and one- 
fourth per cent, per annum, which rate shall be uniform throughout the 
United States and territories thereof; but five per cent, of such funds 
shall be withdrawn by the board of trustees and kept with the Treas- 
urer of the United States, who shall be treasurer of the board of trus- 
tees, in lawful money as a reserve. The board of trustees shall take 
from such banks such security in public bonds or other securities, au- 
thorized by Act of Congress or supported by the taxing power, as the 
board may prescribe, approve, and deem sufficient and necessary to in- 
sure the safety and prompt payment of such deposits on demand. The 
funds received at the postal savings depository offices in each city, town, 
village, and other locality shall be deposited in banks located therein 
(substantially in proportion to the capital and surplus of each such 
bank) willing to receive such deposits under the terms of this act and 
the regulations made by authority thereof: Provided, however, If one or 
more member banks of the federal reserve system established by the 
act approved December 28, 1918, exists in the city, town, village, or lo- 
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cality where the postal savings deposits are made, such deposits, shall be 
placed in such qualified member banks substantially in proportion to the 
capital and surplus of each such bank, but if such member banks fail 
to qualify to receive such deposits, then any other bank located therein 
may, as hereinbefore provided, qualify and receive the same. If no such 
member bank and no other qualified bank exists in any city, town, vil- 
lage, or locality, or if none where such deposits are made will receive 
such deposits on the terms prescribed, then such funds shall be deposited 
under the terms of this act in the bank most convenient to such locality. 
If no such bank in any State or territory is willing to receive such de- 
posits on the terms prescribed, then such funds shall be deposited with 
the treasurer of the board of trustees and shall be counted in making 
up the reserve of five per cent. Such funds may be withdrawn from 
the treasurer of said board of trustees, and all other postal savings 
funds, or any part of such funds, may be at any time withdrawn from 
the banks and savings depository offices for the repayment of postal 
savings depositors when required for that purpose. If at any time the 
postal savings deposits in any State or territory shall exceed the amount 
which the qualified banks therein are willing to receive under the terms 
of this act, and such excess amount is not required to make up the re- 
serve fund of five per cent, hereinbefore provided for, the board of trus- 
tees may invest all or any part of such excess amount in bonds or other 
securities of the United States. When, in the judgment of the Presi- 
dent, the general welfare and interests of the United States so require, 
the board of trustees may invest all or any part of the postal savings 
funds, except the reserve fund of five per cent, herein provided for, in 
bonds or other securities of the United States. The board of trustees 
may in its discretion purchase from the holders thereof bonds which 
have been or may be issued under the provisions of section ten of the 
Act of June 29, 1910. Interest and profit accruing from the deposits 
or investment of postal savings funds shall be applied to the payment 
of interest due to postal savings depositors, as hereinbefore provided, 
and the excess thereof, if any, shall be covered into the "Treasury of 
the United States as a part of the postal revenue: Provided further, 
That postal savings funds in the treasury of said board shall be subject 
to disposition as provided in this act, and not otherwise: And provided 
further, That the board of trustees may at any time dispose of bonds 
held as postal savings investments and use the proceeds to meet with- 
drawals of deposits by depositors. For the purposes of this act the 
word "territory" as used herein shall be held to include the District of 
Columbia, the District of Alaska, and Porto Rico, and the word "bank'* 
shall be held to include savings banks and trust companies doing a bank* 
ing business. 

Sec 17. That all laws or parts of laws in conflict with the pro- 
visions of this act are hereby repealed. 
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New Yokk Federal Reserve Bank Schedule Showing 
When the Proceeds of Items Become Available 

June 10, 1916, the Federal Reserve Bank of New York 
issued a schedule showing when the proceeds of items be- 
come available, as follows: 

Immediate Credit — Members of clearing house in New York. 

One Day after Receipt — Members of clearing houses in Boston, 
Philadelphia and Richmond. 

Two Days after Receipt — Members of clearing houses in Cleve- 
land, Chicago, Atlanta, Minneapolis, St. Louis, Kansas City, and banks 
in Connecticut, Delaware, District of Columbia, Maine, Maryland, x Mas- 
sachusetts, New Hampshire, New Jersey, *New York, a Pennsylvania, 
Rhode Island, Vermont, * Virginia. 

Four Days after Receipt — Members of clearing houses in Dallas, 
New Orleans, and banks in Alabama, Arkansas, Florida, 1 Georgia, 1 Illi- 
nois, Indiana, Iowa, Kansas, Kentucky, Michigan, 1 Minnesota, Missis- 
sippi, 1 Missouri, North Carolina, 1 Ohio, South Carolina, Tennessee, West 
Virginia, Wisconsin. 

Eight Days after Receipt — Banks in Arizona, California, Colo- 
rado, Idaho, 1 Louisiana, Montana, Nebraska, Nevada, New Mexico, 
North Dakota, Oklahoma, Oregon, South Dakota, Texas, Utah, Wash- 
ington, Wyoming. 

It may be added as to the handling of items at a cost 
not to exceed one and one-half cents each, only a trial will 
show whether the estimate is too high. 

If the member banks, because of the operation of the 
plan or for other reasons, face an impaired reserve, the New 
York bank will impose a penalty which has been fixed at a 
rate of interest two per cent, above the present ninety-day 
discount rate of four per cent. In other words, the banks 
will be assessed six per cent, on the amount of their impair- 
ment but they will have the opportunity of saving two per 
cent, by rediscounting their paper with the federal bank at 
four per cent. They also can make good the impairment by 
putting up their own funds. 



* Except members of clearing houses in Federal Reserve cities. 
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Assessment of ,00075 Per Cent, of Capital Stock Pur- 
suant to Paragraph Three of Section Ten of 

the Act 

June 24, 1916, pursuant to the third paragraph of sec- 
tion 10 of the Federal Reserve Act the Federal Reserve 
Board levied an assessment of .00075 per cent, of the capi- 
tal stock of the twelve federal reserve banks for expenses of 
the board during the next six months. The following reso- 
lution was adopted : 

Whereas, Under section 10 of the act approved December 28, 1918, 
and known as the Federal Reserve Act, the Federal Reserve Board is 
empowered to levy semi-annually upon the federal reserve banks, in pro- 
portion to their capital stock and surplus, an assessment sufficient to 
pay its estimated expenses, including the salaries of its members, as- 
sistants, attorneys, experts and employees for the half year succeeding 
the levying of such assessment, together with any deficit carried forward 
from the preceding half year; and 

Whereas, It appears from estimates submitted and considered that 
it is necessary that a fund equal to seventy-five thousandths of one per 
cent. (.00075) of the capital stock of the federal reserve banks be cre- 
ated for the purposes hereinbefore described, exclusive of the cost of en- 
graving and printing federal reserve notes; 

Now, therefore, be it resolved, That pursuant to the authority vested 
in it by law, the Federal Reserve Board hereby levies an assessment 
upon the several federal reserve banks of an amount equal to seventy- 
five thousandths of one per cent. (.00075) of the total capital stock of 
such banks, and the fiscal agent of the board is hereby authorized to 
collect from said banks such assessment and execute, in the name of this 
board, a receipt for payment made. Such assessment will be collected 
in two installments of one-half each; the first installment to be paid on 
July 1, 1916, and the second half on September 1, 1916. 

A New Statute as to Deposits of Gold Bullion 

June 12, 1916, a statute was enacted permitting the 
Secretary of the Treasury, in his discretion, to receive de- 
posits of gold hullion and to hold gold bullion and foreign 
coin up to two-thirds of the total amount of gold certifi- 
cates outstanding. The statute is as follows: 

Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, That section six of an 
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act to define and fix the standard of value, to maintain the parity of all 
forms of money issued or coined by the United States, to refund the 
public debt, and for other purposes, approved March fourteenth, nine- 
teen hundred, as amended by the act approved March second, nineteen 
hundred and eleven, be, and the same is hereby, further amended by 
striking from the last proviso of said section six the word "one-third" 
and inserting in lieu thereof the word "two-thirds" making the last pro- 
viso of said section six read as follows: 

"And provided further, That the Secretary of the Treasury may, in 
his discretion, receive, with the Treasurer or any Assistant Treasurer of 
the United States, deposits of gold bullion bearing the stamp of the 
coinage mints of the United States, or the assay office in New York, 
certifying their weight, fineness, and value, in amounts of not less than 
$1,000 in value, and issue gold certificates therefor of the description 
herein authorized. But the amount of gold bullion and foreign coin so 
held shall not at any time exceed two-thirds of the total amount of gold 
certificates at such time outstanding. And section fifty-one hundred and 
ninety-three of the Revised Statutes of the United States is hereby re- 
pealed." 1 

"Pah" Coj,lection8 

July 1, 1916, the Federal Reserve Board issued an ex- 
planation as to what is meant by the expression collection 
of checks at "par". 

It states in effect that checks, even though collectible at 
par and given at once credit entry, are not funds immedi- 
ately available to be drawn against, and this applies with 
equal force to each deposit account with a member bank. If 
a customer deposits with his bank a number of checks, some 
of which will take several days to collect through a federal 
reserve bank, and asks for immediate credit in available 
funds, he should pay for the privilege. 

There is no intention that a member bank shall collect 
its customers' checks at a loss to itself, and without some fee 
to cover the cost of collection. 

The printed expression, "Collectible at par through Fed- 
eral Reserve Bank," means that the check is collectible at 
full face value through the federal reserve bank, but if it is 



iTbis section was repealed by Act of March 14, 1900, section 6. Consult 
pp. 71, 157, Paine's National Banking Laws, 7th edition. 
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desired to use a check as cash there should be pay for the 
element of time in transit. 

A member bank will be authorized to charge customers 
the amount per item charged by the federal reserve bank 
for collecting their checks ; for example, one and one-half or 
two cents per item in addition to an interest charge if funds 
are advanced before they have been collected. 

In brief, the statute creates twelve exact places at which 
checks can be collected. The origination of this direct rout- 
ing of items will thus shorten their measure of duration in 
passage and lessen the expense of the service. 



State Banks and Trust Companies — Members of the 

Federal Reserve System 

July 1, 1916, the following is a list of the State banks 
and trust companies which are, pursuant to sections 9 and 19 
of the Federal Reserve Act, members of the Federal Re- 
serve Svstem; also their location and the federal reserve 
bank with which each is identified : 



Bank 


Location 


F. R. Bank 


Continental Trust Company 


Washington, D. C. 


Richmond 


Savings Bank of Richmond 


Richmond, Va. 


Richmond 


Bank of Woodruff 


Woodruff, S. C. 


Richmond 


Sullivan Bank & Trust Company 


Montgomery, Ala. 


Atlanta 


Central Trust Company 


Chicago, 111. 


Chicago 


Bank of Wisconsin 


Madison, Wis. 


Chicago 


Mercantile Trust Company 


St. Louis, Mo. 


St. Louis 


First State Bank 


Dallas, Tex. 


Dallas 


First State Bank 


Bon ham, Tex. 


Dallas 


Citizens State Bank 


Memphis, Tex. 


Dallas 


First Guaranty State Bank 


s 

Pittsburg, Tex. 


Dallas 


Farmers & Merchants State Bank 


Edgewood, Tex. 


Dallas 


Bank of Eufaula 


Eufaula, Ala. 


Atlanta 


First State Bank 


Savov, Tex. 


Dallas 


First State Bank 


Hamlin, Tex. 


Dallas 


First State Bank 


Wolfe City, Tex. 


Dallas 


First State Bank 


Bremond, Tex. 


Dallas 


Broadway Trust Company 


New York, N. Y. 


New York 


Fidelity Trust Company 


Kansas City, Mo. 


Kansas City 


Old Colony Trust Company 


Boston, Mass. 


Boston 
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Bank 


Location 


F. R. Bank 


Badger State Bank 


Milwaukee, Wis. 


Chicago 


Fort Scott State Bank 


Fort Scott, Kans. 


Kansas City 


German American Bank 


Minneapolis, Minn. 


Minneapolis 


Elmhurst State Bank 


Elmhurst, 111. 


Chicago 


Fruit Growers State Bank 


Saugatuck, Mich. 


Chicago 


Bank of Lewellen 


Lewellen, Nehr. 


Kansas City 


Central State Bank & Trust Company 


Dallas, Tex. 


Dallas 


Bank of Hartsville 


Hartsville, S. C. 


Richmond 


Commercial Trust & Savings Bank 


Joliet, 111. 


Chicago 


Commercial & Savings Bank 


Albion, Mich. 


Chicago 


Guardian Trust & Savings Bank 


Toledo, O. 


Cleveland 


Merchants & Farmers Bank 


Cheraw, S. C. 


Richmond 


Peoples Bank 


Sumter, S. C. 


Richmond 


First State Bank 


De Kalb, Tex. 


Dallas 


Corn Exchange Bank 


New York, N. Y. 


New York 



The Federal Reserve Board Interprets the Clayton 
Act and Instructs Banks as to Interixkjking 

Directors 

July 1, 1916, the Federal Reserve Board sent to mem- 
ber banks instructions outlining the policy of the board in 
acting under the Kern amendment of the Clayton Act, 
which forbids a director, officer, or employee of any reserve 
bank having resources in excess of $5,000,000 acting in any 
similar capacity in another bank. 

The Clayton Act forbids any member bank in a city 
having over 200,000 inhabitants having as a director or 
other officer or employee any private banker or any director 
of any other bank or trust company located in the same 
place. The Kern amendment provided that, with the con- 
sent of the Federal Reserve Board, an officer of a member 
bank might hold a similar post in two other banks if they 
were not in substantial competition with the member bank. 

October 15, 1916, the section of the Clayton Act apply- 
ing to interlocking bank officials became effective. 

The Federal Reserve Board in its construction of the 
application of the Kern amendment states as follows : 



186 THE FEDERAL RESERVE ACT 

This amendment provides in substance that nothing in the act shall 
prohibit any officer, director or employee of any member bank, or Class 
A director of the federal reserve bank, who shall first procure the con- 
sent of the Federal Reserve Board from being an officer, director or em- 
ployee of not more than two other banks, banking associations or trust 
companies which are not in substantial competition with such member 
bank. 

The Federal Reserve Board considers two banks in substantial com- 
petition within the meaning of the language used in the amendment if 
the business engaged in by such banks under natural and normal condi- 
tions conflicts or interferes, or if the cessation of competition between 
the two would be injurious to customers or would-be customers, or would 
probably result in appreciably lessening the volume of business or kinds 
of business of either institution. 

The act does not vest an arbitrary discretion in the board, but mere- 
ly confers authority upon it to permit interlocking directorates and com- 
mon officers when the banks are not in substantial competition within the 
meaning of the act. 

In determining the question of whether two banks are in substantial 
Competition, no fixed rule can be prescribed, but each case will be de- 
cided upon its individual facts. 

Twelve Notices Particularizing Check Clearings and 

Collections 

July 1, 1916, the Federal Reserve Board announced that 
each of the twelve reserve banks had sent to their respective 
member banks notices stating with particularity the project 
outlined in circular No. 1, series of 1916. 

The following notice dated June 15, 1916, was issued by 
the Reserve Bank of Chicago. It is typical of the notices 
mentioned and gives minutely the method of procedure of 
the check clearing and collection plan which became opera- 
tive July 15, 1916: 

Check Clearing and Collection 

On May 1, 1916, you were advised of the action of the Federal Re- 
serve Board under which each federal reserve bank is required to "exer- 
cise the functions of a clearing house for its member banks." We now 
present herewith the details of the collection and clearing system which 
will be inaugurated by the twelve federal reserve banks on July 15, 
1916, and which will on that date supersede the present intradistrict col- 
lection system. 
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Use of the Collection System is Voluntary — No member bank 
is required to use the collection system, nor are any formalities or reso- 
lutions required before it may be used. A member bank may send items 
for collection through the federal reserve bank regularly, occasionally, 
or not at all; or may collect them through present correspondents or in 
any other manner considered advantageous. 

Items Which will be Received — We will reeeive from member 
banks: 

(a) Checks on all member banks of the federal reserve system 
throughout the United States. 

(b) Checks on all non-member banks in the United States which 
can be collected by us at par. 

Par lists of member and non-member banks on which items will be 
received will be furnished from time to time. 

Uniform Instructions — To facilitate the handling of a large vol- 
ume of items, it is understood that all checks and drafts handled by the 
federal reserve bank as cash items are received under the following 
conditions : 

1. All items of $10 or under are not to be protested. 

2. All other items are to be protested except those stamped on the 
face "N. P.," followed by the A. B. A. transit number of a bank in- 
dorser in the following form: (N. P. 2-80). 

8. Advice to be telegraphed of dishonor of all items of $500 or 
over. 

Items bearing other instructions should be accompanied by collec- 
tion letters plainly marked "Special items/' and will be received only 
for credit when paid. 

Indorsement of Items — All items forwarded to the federal reserve 
bank should be indorsed without restriction to the order of Federal Re- 
serve Bank of Chicago and show on each side of the indorsement the 
American Bankers' Association transit number in prominent type. 

Restrictions as to Indorsements — To insure direct routing, this 
bank reserves the right to return any item drawn on a bank located out- 
side of this district when such item bears the indorsement of a bank 
located outside of this district. 

When Proceeds of Items will be Atailable — Immediate credit 
entry at par, subject to final payment, will be made for all checks re- 
ceived by this bank by 2 p. m., except Saturday, when the hour will be 
12 o'clock noon. The proceeds of such items will not, however, be 
available for withdrawal nor count as reserve until the lapse of time in- 
dicated in the attached schedule. 

For the convenience of member banks, the schedule is arranged in 
four divisions: 

1. Points on which checks are immediately available for reserve. 

2. Points on which checks are available in two days. 
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8. Points on which checks are available in four days. 

4. Points on which checks are available in eight days. 

You are requested to sort checks into the four divisions, listing each 
division on a separate sheet. This will enable you to determine the day 
upon which the funds will be available as reserve in this bank. 

Statements Showing Amount op Uncollected Funds — A tran- 
script of account showing the gross balance, the amount of uncollected 
funds, and the actual reserve balance will be sent to each member bank 
on every day upon which there is a transaction in the account or a 
change in the amount of uncollected funds. 

Method of Handling the Items — Checks drawn on member 
banks of this district will be forwarded direct to the paying banks and 
will be charged to their accounts on the second business day after the 
date of sending, thus giving member banks time to provide funds to 
cover. 

Items drawn on non-member banks will be sent to such member 
banks as desire to receive them, or may be sent by arrangement direct 
to non-member banks. 

Unpaid items not subject to protest must be returned on day of 
ceipt. Protested items must be returned not later than the day after 
ceipt. Unpaid items must not be held for any purpose whatsoever ex- 
cept for immediate protest. 

Direct Routing — When time can be saved and the volume of items 
warrants, arrangements may be made with this bank for direct routing 
between member banks of this district or between member banks of this 
district and other districts, or between member banks of this district and 
other federal reserve banks. 

How Member Banks May Maintain Balances — Member banks 
may maintain their balances with us: 

(a) By depositing Chicago exchange. 

(o) By depositing out-of-town items, the proceeds of which will be 
available as reserve in accordance with the time schedule. 

(c) By shipment to us at our expense of properly sorted lawful 
money or federal reserve notes when unable to supply checks or Chicago 
exchange in sufficient volume to offset the items sent to them. 

(d) By rediscounting. 

Member banks are required by the Federal Reserve Board to provide 
funds to cover at par all checks received from or for the account of their 
federal reserve bank; Provided, however, That a member bank may ship 
lawful money or federal reserve notes from its own vaults at the ex- 
pense of the federal reserve bank to cover any deficiency which may 
arise because of and only in case of inability to provide funds to offset 
checks received bv or for the account of the federal reserve bank. 

Service Charge — As it is optional with each member bank whether 
it will collect checks through the federal reserve bank or through other 
channels, the cost of operating the system of check clearing and collec- 
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tion will be borne exclusively by the banks that use it and in exact pro- 
portion to the extent of its use by the individual banks. 

The actual cost of operation will be assessed monthly on a per item 
basis upon the member banks depositing items. The service charjge for 
the present will be one and one-half cents per item. Should the cost 
per item decrease as the system develops the service charge will be re- 
duced accordingly. No service charge for the present, at least, will be 
made for collecting items drawn on Chicago banks. 

Collectible at Par Through the Federal Reserve Bank of 
Chicago — Member banks are entitled to place the words, "Collectible 
at par through the Federal Reserve Bank of Chicago," on their own 
checks and the checks used by their depositors. Your attention is called 
to the desirability of availing of this privilege. 

District Number on Checks — To facilitate the sorting of checks 
by member banks and by federal reserve banks, it is requested that you 
have clearly imprinted on all your checks and drafts the figure 7, prefer- 
ably in a large skeleton figure in the center of the check. 

Transfers op Funds — It is suggested that member banks desiring 
to transfer funds should request their correspondents to make such 
transfers and should not, for that purpose, send for credit their drafts 
drawn on their correspondents. 

Penalty for Impairment of Reserves — With the inauguration of 
the collection system, the penalty for impairment of reserves provided 
by the Federal Reserve Act will be imposed. You will be requested to 
report monthly the average reserve required to be kept with the federal 
reserve bank. Impairment of the reserve, if any, will be ascertained by 
comparing the amount of the average reserve required with the average 
actual reserve as shown by our books. The penalty for the present, to 
be figured on the deficiency in reserve, will be an interest charge fixed 
by the Federal Reserve Board at a per annum rate of two per cent, above 
the maximum discount rate in this district, but in no case less than six 
per cent. 

Conditions Under Which Member Banks May Use System — 
Every member bank sending items to us. after the inauguration of the 
collection and clearing system, will be understood to have agreed to the 
terms and conditions set forth in this bulletin and to have thereby spe- 
cifically agreed that in receiving such items the Federal Reserve Bank 
of Chicago will act only as the collecting agent of the sending bank; 
will assume no responsibility other than due diligence and care in for- 
warding such items promptly; and will be authorized to send such items 
for payment direct to the bank on which drawn or to another agent for 
collection at discretion. 

Cooperation of Member Banks Desired — The new collection sys- 
tem is based upon the provisions of the Federal Reserve Act, and the 
details herein outlined are the result of careful study of the problems 
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involved and of experience gained in operating the existing intradistrict 
system. 

The plan as presented is subject to modification in the future, if ex- 
perience in operating proves that changes are desirable or necessary. It 
is our desire that the system be conducted in such manner as to render 
valuable service to those who use it, and to this end your cooperation is 
requested. 

We invite suggestions from member banks and shall cheerfully re- 
spond to any inquiries in regard to the details of the plan, either 
through correspondence or by personal interview. 

Very respectfully, 

James B. McDougal, Governor. 

Checks on Non-member Banks 

July 1, 1916, the Federal Reserve Bank of San Fran- 
cisco announced in its circular that it will receive from 
member banks items on all non-member banks in District 
No. 12. 

Shipments of Lawful Money and Federal Reserve 

Notes 

In carrying out the provisions of the board's circular 
permitting member banks to ship lawful money or federal 
reserve notes to the federal reserve bank at its expense, 
the Federal Reserve Bank of Atlanta has also indicated its 
willingness to have National bank notes shipped in this 
manner, but is not prepared to pay the cost of shipment of 
gold or silver coin. The Federal Reserve Banks of Atlanta, 
Minneapolis and San Francisco have stipulated that they 
will not pay the cost of shipment of funds to cover cashier's 
checks or drafts on a federal reserve bank issued by a mem- 
ber bank. 

Service Charge 

There is practical uniformity in the service charge to be 
imposed by the different federal reserve banks. All except 
the Federal Reserve Banks of Dallas and San Francisco will 
charge one and one-half cents per item and make no charge 
for items on banks in their own federal reserve city. The 
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Federal Reserve Bank of Dallas will impose a charge of two 
cents per item and the Federal Reserve Bank of San Fran- 
cisco will make a charge on cash items payable at points 
other than San Francisco, New York City and Chicago of 
two cents per item. The Federal Reserve Banks of St. 
Louis, Kansas City, Dallas and San Francisco will make no 
charge on drafts drawn on other federal reserve banks. 

Bank Transfers 

The Federal Reserve Banks of Chicago, Minneapolis 
and San Francisco have indicated their wish to have bank 
transfers effected by an order between the banks rather 
than by the issuance of bank drafts. The Federal Reserve 
Bank of Minneapolis will make a charge at the market rate 
of exchange for drafts on a federal reserve bank issued and 
sent out of the district, provided they amount to more than 
$10,000 in one day. 

Penalty foe Impairment of Reserves 

The penalty for impairment of reserves is practically 
uniform in all cases, being fixed by the Federal Reserve 
Banks of Boston, New York, Philadelphia, Cleveland and 
Richmond at two per cent, above the discount rate for 
ninety-day paper. The Federal Reserve Banks of Chicago, 
Minneapolis and Kansas City fix the rate at two per cent, 
above their maximum discount rates. The Federal Reserve 
Bank of San Francisco has fixed the rate three per cent, 
above its ten-day discount rate, while the Federal Reserve 
Banks of Atlanta, St. Louis and Dallas have not announced 
the rate at which the penalty will be imposed. 

Availability of Uncollected Funds 

Four banks — those at Atlanta, St. Louis, Kansas Citv 
and San Francisco — have stated in their circulars that un- 
collected items in the hands of the federal reserve bank, 
while not available to count as reserve required to be held 
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with the federal reserve bank, can be counted as part of the 
optional reserve which member banks are permitted to hold 
either in vault, in the federal reserve bank, or with approved 
reserve agents. 

Indorsements by Member Banks of Items Sent 

Two federal reserve banks, those at Richmond and 
Kansas City, have requested that the indorsement stamp 
used by member banks to indorse checks to the federal 
reserve bank also carry the indorsement from the federal 
reserve bank to "any federal reserve bank or member 
bank." This is designed to relieve those federal reserve 
banks of the necessity of indorsing the large number of 
checks which will pass through their hands. 

Dealings in Exchange on Federal Reserve Cities 

The Federal Reserve Bank of St. Louis, anticipating 
that the development by the federal reserve banks of a 
national clearing system will create an active market for 
exchange on the various federal reserve cities, announces 
that it will publish rates at which it will buy and sell ex- 
change on such cities. The Federal Reserve Bank of San 
Francisco in its circular establishes rates for business of this 
kind, and also announces that drafts issued by its member 
banks will be receivable at other federal reserve banks for 
immediate credit at par, and that a charge will be made 
against the drawer of drafts in excess of $1,000 each at the 
current rate for sale of interdistrict telegraphic transfers. 
It also announces that it will accept drafts drawn on other 
federal reserve banks for immediate credit at par without 
service charge. 

Federal Reserve Bank of Boston Takes Over Boston 

Country Cijsartkg House 

July 1, 1916, the Federal Reserve Bank of Boston an- 
nounced in its circular that it has entered into an agreement 
with the Boston Clearing House Association to take over 
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the country clearing heretofore carried on by the clearing 
house and which will be incorporated in and carried on by 
the Federal Reserve Bank of Boston. 

The Federal Reserve Bank of Dallas is to handle its 
clearing and collection system in clearing-house form, each 
bank being charged or credited each day, not for the total 
amount of items brought against it or deposited by it, but 
for the net difference between these totals. The federal 
reserve bank will send to each bank which has a debtor 
balance a settlement slip to be signed, which will authorize 
the federal reserve bank to charge its account. As these 
returns come in, the creditor banks will receive final pay- 
ment in the order of the amount of their credit balances, 
those having the heaviest balances being paid first. 

"Par" Collections 

Julv 1, 1916, the Federal Reserve Board issued an ex- 
planation as to what is meant by the expression collection of 
'checks at "par". It stated in effect that checks, even though 
collectible at par and given immediate credit entry, are not 
funds available to be drawn against at once and this applies 
to each deposit account with a member bank. If a dealer 
deposits with his bank a number of checks some of which 
will take several davs to collect through a federal reserve 
bank and asks for immediate credit in available funds, he 
Should pay for the privilege. There is no intention that a 
member bank shall collect its dealers' checks at a loss to it- 
self; that is to say, without a fee to cover the cost of collec- 
tion. 

The- printed expression "Collectible at par through fed- 
eral reserve bank" means that the check is collectible at its 
face value through that bank, but if it is desired to use a 
check as cash there should be pay for the element of time in 
transit. A member bank will be authorized to charge its 
dealers the amount per item charged by the federal reserve 
bank for collecting their checks, for example, one and one- 
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half or two cents per item, in addition to an interest charge 
if funds are advanced before they have been collected. The 
statute creates twelve exact places at which checks can be col- 
lected. The origination of this direct routing will thus 
shorten their measure of duration in passage and lessen the 
expense of the service. 

A Pan-American Coin 

July 14, 1916, the statement was made that the foreign 
trade for the fiscal year which closed the last day of the pre- 
ceding month of June aggregated exports and imports of 
six billions of dollars. This total surpasses every other coun- 
try's record and sets a mark for the world. Certain political 
economsits have advocated the provincial view that trade 
consisted in selling and have persuaded the electorate to 
support them in making purchases abroad costly. The en- 
actment of section twenty-five of the Federal Reserve Act 
shows that the period of our economic exclusiveness is pass- 
ing. 

One overlooked result of the adoption of the Federal Re- 
serve System is the remarkable increase of good feeling 
toward the United States by the other countries of the 
Western Hemisphere. It is stated that in several of the 
South American republics measures are being taken to the 
end that similar banking machinery may be enacted by 
statutes. 

At the recent meeting of the International High Com- 
mission at Buenos Aires a resolution was adopted of more 
than usual importance to the effect that all of the republics 
of the Central, North and South Americas should consider 
the advisability of entering into an agreement to the end 
that they would approve and circulate a uniform standard 
of money of account on the basis of a gold coin nine-tenths 
fine and weighing .033437 gramme, this coin to be a unit of 
value equal to one-fifth of our gold dollar. 

It was suggested, too, that the new coin be termed a 
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franc because it would be nearly equal in value to the silver 
coin of France, Belgium, Italy and Switzerland having that 
name. That silver coin has been the unit of the French 
monetary system since the year 1795 and is equivalent to 
about 19.3 cents. The fact, however, that the franc and the 
proposed coin have 'not the same value and its use would lead 
to confusion, is a valid reason for the rejection of the name 
franc. A much better name would be "shield," 1 a term that 
is typical of relations which exist between the Americas. In 
this way the dollar of our country would be the standard of 
value for all the countries mentioned. This action might re- 
sult in a Pan-American union of monetary units. Our five* 
dollar gold coin would circulate freely as a t,wenty-five 
"shield" piece in all the Americas; this action, too, might 
result in the creation of international gold clearings between 
the regions mentioned. 

The time may not be distant when the American Hem- 
isphere may be regarded as a unit from a monetary stand- 
point, thus facilitating commerce to an eminent degree. A 
union, too, more natural than the present Latin Union. 
The Monroe Doctrine makes us the protector of the repub- 
lics south of us so long as this nation endures. The com- 
merce of Latin America belongs to the United States geo- 
graphically, as it is claimed by parity reasoning the com- 
merce of Africa belongs to Europe. 

On behalf of the American republics we are depositing 
certain powers in a common agency for the purpose of aid- 
ing common interests. The Pan-American movement is 
becoming an agency of Government for commercial law, 
postal conveniences and shipping. Among these countries 
such conditions are being established as to inhibit war be- 
tween them. 

The construction of new means of communication makes 



x The Spanish word "escudo" cannot be employed because it has been used 
heretofore to designate several South American coins. 
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the American mankind one family. The United States of 
America should create the United America States. The 
Americas should become big America. 

Government Assistance 1 

The Comptroller of the Currency in an official statement 
states that the farmers of the country are learning to take 
advantage of the provision of the Federal Reserve Act 
which enables banks outside of the central reserve cities to 
loan money on farm land. The amount so loaned by Na- 
tional banks on farm property June 23, 1915, was twenty- 
five million dollars; on March 7 this vear the amount had 
been increased to forty million dollars, while the report of 
June 30, 1916, indicates that National banks have advanced 
money on farms to the amount of forty-five million dollars. 

The advantages enjoyed by the farmer do not stop with 
direct loans, but are to be traced through what are known 
as funds advanced on warehouse receipts. Thus about forty- 
four and one-third millions in loans are outstanding on re- 
ceipts secured by cotton, and seventy-nine and three-fourths 
millions on receipts secured by wheat. These do not repre- 
sent direct loans to farmers, but the money obtained on the 
two commodities goes for the most part to the farmer. 

Agriculture is the most important branch of industry, 
and on it rests the prosperity of the United States. 

The Government is getting into the banking business, 
not only through its loan operations but also in caring for 
savings through the postoffice banks. Inevitably, if this 
tendency continues, the country will reach the point where, 
through a Government bank or banks, small loans will be 
made something after the system employed in France, where 
the Bank of France, really a Government institution, freely 
discounts the small notes of citizens, providing they can pre- 
sent paper secured by two good endorsers. 

iConsult Part V port. 
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Stabilization of Inteeest Rates 

Section 13 of the Federal Reserve Act provides in effect 
that upon the indorsement of any of its member banks any 
federal reserve bank may discount negotiable paper arising 
out of commercial transactions. 

Section 24 of the same statute enacts in substance that 
any National bank not situated in a central reserve city may 
make loafis secured by improved and unencumbered farm 
land, situated within its federal reserve district, but no such 
loan shall be made for a longer time than five years, nor for 
an amount exceeding fifty per cent, of the actual value of 
the property offered as security. 

The Federal Reserve Board's Regulations C and I, 
Series of 1915, were prepared to carry out the provisions of 
these sections, but it has never been contended that above- 
mentioned section 24 would meet all the requirements of 
farmers for long-time loans. 

The statute makes eligible for rediscount by a federal re- 
serve bank the notes that the farmers have been in the habit 
of giving to provide for their needs, and its application haa 
alreadv resulted in lower interest rates, the rediscount rates 
on six months' agricultural paper having ranged, in the va- 
rious districts, from four and one-half to five per cent. 
Thus farmers and others have been benefited by the stabili- 
zation of interest rates on a lower basis, which has been 
brought about by the operation of the Federal Reserve Sys- 
tem. Farmers have realized quite as much by the manner 
in which those loans enabled them to market their crops as 
they gained by the stabilization and standardization of the 
rates on the loans. 

The reserves are in the regional banks. The first pres- 
sure for the moving of the crops falls on them and is not 
transmitted to New York until there is an accumulation of 
need. When the funds are released they return to such 
banks and do not congest in the metropolis. The nation's 
excess of reserves at the end of the last fiscal year was $801,- 
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000,000, and New York City carried twenty-three per cent 
more than was required. The Western, Pacific and South- 
ern States each carried more than one hundred per cent, of 
excess reserves, twice what the law requires. 

It may also be stated that owing to the operation of the 
Federal Reserve System in another respect 'the banking sit- 
uation is unusual. Deposits have increased faster than 
loans, reversing their relation to each other. Until May, 

1915, for a series of years loans exceeded deposits. In May, 

1916, the ratio of loans to deposits was less than ninety-five 
per cent. 

New Amendments to the Federal Reserve Act 

September 19, 1916, new amendments to the Federal Re- 
serve Act were approved. The amendments of the Senate 
to the bill were accepted by the House conferees with few 
modifications. The last-named body, however, declined to 
agree to an amendment of section 16 of the Federal Reserve 
Act which would have explicitly authorized federal reserve 
banks to issue federal reserve notes based upon gold or gold 
certificates. 

The House conferees also declined to agree to the Senate 
amendment proposing to permit National banks in cities of 
more than 100,000 inhabitants and possessing a capital and 
surplus of $1,000,000 or more to establish branches, and the 
Senate conferees agreed to recommend that the Senate re- 
cede from this amendment. 

The House conferees insisted upon an amendment to 
section 11, which was accepted by the Senate conferees, per- 
mitting the Federal Reserve Board, upon an affirmative vote 
of not less than five, to permit member banks to carry in the 
federal reserve banks any portion of their reserves now re- 
quired to be held in their own vaults. 

The amendments were adopted by the Senate August 6, 
1916, and by the House three days thereafter. 

The most important of these amendments is the one deal- 
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ing with the adoption of a domestic acceptance business by- 
National banks. This amendment is modeled on the New 
York State banking law. 1 Its adoption will expand the ac- 
tivities of local banks throughout the United States. Brief- 
ly, a bank, without increasing its direct deposit liabilities, 
may become the endorser of the prime paper of its custom- 
ers and thus make such paper more easily negotiable. The 
European banks, or rather the large European discount 
houses, have followed this department of business for years 
and there are many who assert that the great success 
achieved by European countries in international trade has 
been due to the privilege of acceptance. 

Another amendment provides that any National banking 
association with a capital and surplus of $1,000,000 or more 
may invest not more than ten per cent, of its capital stock 
and surplus with a combination of other banks to engage in 
foreign or international banking in any country or depend- 
ency of the United States. Manufacturers who since the 
outbreak of the European war have made efforts to extend 
our foreign trade, have found themselves handicapped by the 
absence of branches of American banks abroad through 
which they could handle long-term paper given by foreign 
buyers. As a rule foreign trade is carried on through long- 
time paper; few foreign buyers pay cash for their purchases. 

English and German branch banks in foreign countries 
are able to make their own investigations as to the worth of 
promissory paper and accept it through being extended spe- 
cial privileges on such paper by their home Governments. 
Few of the American banks are strong enough by them- 
selves to establish foreign branches, and the Federal Reserve 
Act heretofore made no provision for allowing several banks 
to combine for such purposes. 

One of the amendments permits National banks doing 
business in places of five thousand population or under to 
act as agents for fire, life or other insurance companies au- 

iPaine's New York Banking Laws, 7th Ed., pp. 164-179. 
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thorized to do business in the State. An additional provi- 
sion permits National banks in the same centers to act as 
broker or agent for others in making or procuring loans on 
real estate located within one hundred miles of the bank's 
home. The bank may charge commission for services so ren- 
dered, or accept fees for its work. Bank officers in such lo- 
calities frequently combine their duties as officers, with in- 
surance and other like business, but in the latter capacities 
they act as individuals and not for the institution. The law 
in some cases will deprive such officers of an outside income 
— that is, if the bank takes over the business which the offi- 
cers themselves haye heretofore conducted in their individual 
capacity. Business affiliations iij small towns are often close 
and some banks will hesitate about entering into competition 
with their own customers already in the insurance business. 
Some State banks are already handling such commissions, 
but the Federal Government up to this time has frowned 
down all attempts to enlarge the facilities of banks in out- 
side enterprises. 

At a conference held riot long since on the part of 
representatives of the Canadian banks and the dealers in the 
Western prairie provinces at Winnipeg, the latter stated as 
a grievance the fact that branch bank managers were taking 
up agencies for the placing of insurance. The dealers in the 
banks objected to this assumption of an outside enterprise, 
and the promise was made them by the heads of several lead- 
ing chartered banks that the practice would be stopped. 
Thus while one country, after some years of experience, had 
decided that the branch banks should go out of the insurance 
business — or to be exact, after the heads of these banks had 
decided that their branch managers should do so— our own 
country, under the sanction of the Federal Government, has 
passed a law permitting National banks as institutions, in 
towns of moderate size, to take up the business. 

As to the general trend of this added bank permission, 
its influence will not add to the dignity of a bank. 



k> 
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The text of the amendments follows : 

AN ACT TO AMEND CERTAIN SECTIONS OF THE ACT ENTITLED "FEDERAL 
RESERVE ACT/' APPROVED DECEMBER 28, 1918. 

[Italics indicate new matter] 

Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, That the act entitled 
"Federal Reserve Act," approved December twenty-third, nineteen hun- 
dred and thirteen, be, and is hereby, amended as follows: 

At the end of section eleven insert a new clause as follows : 

(m) Upon the affirmative vote of not less than five of its members 
the Federal Reserve Board shall have power, from time to time, by gen* 
eral ruling, covering all districts alike, to permit member banks to carry 
tit the federal reserve banks of their respective districts any portion of 
their reserves now required by section nineteen of this act to be held in 
their own vaults. 

That section thirteen be, and is hereby, amended to read as follows: 

"Any federal reserve bank may receive from any of its member 
banks, and from the United States, deposits of current funds in lawful 
money, National bank notes, federal reserve notes, or checks, and drafts, 
payable upon presentation, and also, for collection, maturing bills; or 
solely for purposes of exchange or of collection, may receive from other 
federal reserve banks deposits of current funds in lawful money, Na- 
tional bank notes, or checks upon other federal reserve banks, and checks 
and drafts, payable upon presentation within its district, and maturing 
bills payable within Us district. 

"Upon the indorsement of any of its member banks, which shall be 
deemed a waiver of demand, notice, and protest by such bank as to its 
own indorsement exclusively, any federal reserve bank may discount 
notes, drafts, and bills of exchange arising out of actual commercial 
transactions; that is, notes, drafts, and bills of exchange issued or 
drawn for agricultural, industrial, or commercial purposes, or the pro- 
ceeds of which have been used, or are to be used, for such purposes, the 
Federal Reserve Board to have the right to determine or define the char- 
acter of the paper thus eligible for discount, within the meaning of this 
act. Nothing in this act contained shall be construed to prohibit such 
notes, drafts, and bills of exchange, secured by staple agricultural prod- 
ucts, or other goods, wares, or merchandise from being eligible for such 
discount; but such definition shall not include notes, drafts, or bills cov- 
ering merely investments or issued or drawn for the purpose of carrying 
or trading in stocks, bonds, or other investment securities, except bonds 
and notes of the Government of the United States. Notes, drafts, and 
bills admitted to discount under the terms of this paragraph must have 
a maturity at the time of discount of not more than ninety days, exclu- 
sive of days of grace. 

"Provided, That notes, drafts, and bills drawn or issued for agricul- 
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tural purposes or based on live stock and having a maturity not exceed- 
ing six months, exclusive of days of grace, may be discounted in an 
amount to be limited to a percentage of the assets of the federal reserve 
bank, to be ascertained and fixed by the Federal Reserve Board. 

"The aggregate of such notes, drafts, and bills bearing the signature 
or indorsement of any one borrower, whether a person, company, firm, 
or corporation rediscounted for any one bank shall at no time exceed ten 
per cent, of the unimpaired capital and surplus of said bank; but this 
restriction shall not apply to the discount of bills of exchange drawn in 
good faith against actually existing values. 

"Any federal reserve bank may discount acceptances of the kinds 
hereinafter described, which have a maturity at the time of discount of 
not more than three months' sight, exclusive of days of grace, and which 
are indorsed by at least one member bank. 

"Any member bank may accept drafts or bills of exchange drawn 
upon it having not more than six months' sight to run, exclusive of days 
of grace, which grow out of transactions involving the importation or ex- 
portation of goods; or which grow out of transactions involving the do- 
mestic shipment of goods, provided shipping documents conveying or se- 
curing title are attached at the time of acceptance; or which are secured 
at the time of acceptance by a warehouse receipt or other such document 
conveying or securing title covering readily marketable staples* No 
member bank shall accept, whether in a foreign or domestic transaction, 
for any one person, company, firm, or corporation to an amount equal at 
any time in the aggregate to more than ten per cent, of its paid-up and 
unimpaired capital stock and surplus unless the bank is secured either 
by attached documents or by some other actual security growing out of 
the same transaction as the acceptance and no bank shall accept such 
bills to an amount equal at any time in the aggregate to more than one- 
half of its paid-up and unimpaired capital stock and surplus, except by 
authority of the Federal Reserve Board, under such general regulations 
as said board may prescribe, but not to exceed the capital stock and sur- 
plus of such bank, and such regulations shall apply to all banks alike, 
regardless of the amount of capital stock and surplus. 

"Any federal reserve bank may make advances to its member banks 
on their promissory notes for a period not exceeding fifteen days at 
rates to be established by such federal reserve banks, subject to the re- 
view and determination of the Federal Reserve Board, provided such 
promissory notes are secured by such notes, drafts, bills of exchange, or 
bankers' acceptances as are eligible for rediscount or for purchase by 
federal reserve banks under the provisions of this act, or by the deposit 
or pledge of bonds or notes of the United States. 

"Section fifty- two hundred and two of the Revised Statutes of the 
United States is hereby amended so as to read as follows: No National 
banking association shall at any time be indebted, or in any way liable, 
to an amount exceeding the amount of its capital stock at such time ac- 
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tually paid in and remaining undiminished by losses or otherwise, except 
on account of demands of the nature following: 

'First. Notes of circulation. 

'Second. Moneys deposited with or collected by the association. 

'Third. Bills of exchange or drafts drawn against money actually 
on deposit to*the credit of the association, or due thereto. 

"Fourth. Liabilities to the stockholders of the association for divi- 
dends and reserve profits. 

"Fifth. Liabilities incurred under the provisions of the Federal 
Reserve Act. 

"The discount and rediscount and the purchase and sale by any fed- 
eral reserve bank of any bills receivable and of domestic and foreign 
bills of exchange, and of acceptances authorized by this act, shall be 
subject to such restrictions, limitations, and regulations as may be im- 
posed by the Federal Reserve Board. 

"That in addition to the powers now vested by law in National 
banking associations organized under the laws of the United States any 
such association located and doing business in any place the population 
of which does not exceed five thousand inhabitants, as shown by the last 
preceding decennial census, may, under such rules and regulations as 
may be prescribed by the Comptroller of the Currency, act as the agent 
for any fire, life, or other insurance company authorised by the authori- 
ties of the State in which said bank is located to do business in said 
State by soliciting and selling insurance and collecting premiums on pol- 
icies issued by such company; and may receive for services so rendered 
such fees or commissions as may be agreed upon between the said asso- 
ciation and the insurance company for which it may act as agent; and 
may also act as the broker or agent for others in making or procuring 
loans on real estate located within one hundred miles of the place in 
which said bank may be located, receiving for such services a reasonable 
fee or commission: Provided, however, That no such bank shall in any 
case guarantee either the principal or interest of any such loans or as- 
sume or guarantee the payment of any premium on insurance policies 
issued through its agency by its principal: And provided further, Thai 
the bank shall not guarantee the truth of any statement made by an as- 
sured in filing his application for insurance. 

"Any member bank may accept drafts or bills of exchange drawn 
upon it having not more than three months* sight to run, exclusive of 
days of grace, drawn under regulations to be prescribed by the Federal 
Reserve Board by banks or bankers in foreign countries or dependencies 
or insular possessions of the United States for the purpose of furnishing 
dollar exchange as required by the usages of trade in the respective 
countries, dependencies or insular possessions. Such drafts or bills may 
be acquired by federal reserve banks in such amounts and subject to such 
regulations, restrictions, and limitations as may be prescribed by the 
Federal Reserve Board: Provided, however, That no member bank shall 
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accept such drafts or bills of exchange referred to in this paragraph for 
any one bank to an amount exceeding in the aggregate ten per cent, of 
the paid-up and unimpaired capital and surplus of the accepting bank 
unless the draft or bill of exchange is accompanied by document* con- 
veying or securing title or by some other adequate security. Provided 
further, That no member bank shall accept such drafts *or bills in an 
amount exceeding at any time the aggregate of one-half of Us paid-up 
and unimpaired capital and surplus." 

That subsection (e) of section fourteen be, and is hereby, amended 
to read as follows: 

"(e) To establish accounts with other federal reserve banks for ex- 
change purposes and, with the consent of the Federal Reserve Board, 
to open and maintain accounts in foreign countries, appoint correspond- 
ents, and establish agencies in such countries wheresoever it may deem 
best for the purpose of purchasing, selling, and collecting bills of ex- 
change, and to buy and sell, with or without its indorsement, through 
such correspondents or agencies, bills of exchange arising out of actual 
commercial transactions which have not more than ninety days to run, 
exclusive of days of grace, and which bear the signature of two or more 
responsible parties, and with the consent of the Federal Reserve Board 
to open and maintain banking accounts for such foreign correspondents 
or agencies." 

That the second paragraph of section sixteen be, and is hereby, 
amended to read as follows: 

"Any federal reserve bank may make application to the local federal 
reserve agent for such amount of the federal reserve notes hereinbefore 
provided for as it may require. Such application shall be accompanied 
with a tender to the local federal reserve agent of collateral in amount 
equal to the sum of the federal reserve notes thus applied for and issued 
pursuant to such application. The collateral security thus offered shall 
be notes, drafts, bills of exchange, or acceptances re discounted under the 
provisions of section thirteen of this act, or bills of exchange indorsed 
by a member bank of any federal reserve district and purchased under 
the provisions of section fourteen of this act, or bankers* acceptances 
purchased under the provisions of said section fourteen. The federal re- 
serve agent shall each day notify the Federal Reserve Board of all 
issues and withdrawals of federal reserve notes to and by the federal 
reserve bank to which he is accredited. The said Federal Reserve Board 
may at any time call upon a federal reserve bank for additional security 
to protect the federal reserve notes issued to it." 

That section twenty-four be, and is hereby, amended to read as 
follows : 

"Sec. 24. Any National banking association not situated in a cen- 
tral reserve city may make loans secured by improved and unencum- 
bered farm land situated within its federal reserve district or within a 
radius of one hundred miles of the place in which such bank is located. 
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irrespective of district lines; and may also make loans secured by im- 
proved and unencumbered real estate located within one hundred miles of 
the place in which such bank is located, irrespective of district lines; but 
no loan made upon the security of such farm land shall be made for a 
longer time than five years, and no loan made upon the security of such 
real estate as distinguished from farm land shall be made for a longer 
time than one year nor shall the amount of any such loan, whether upon 
such farm land or upon such real estate, exceed fifty per cent, of the 
actual value of the property offered as security. Any such bank may 
make such loans, whether secured by such farm land or such real estate, 
in an aggregate sum equal to twenty-five per cent, of its capital and sur- 
plus or to one-third of its time deposits, and such banks may continue 
hereafter as heretofore to receive time deposits and to pay interest on 
the same. 

"The Federal Reserve Board shall haVe power from time to time to 
add to the list of cities in which National banks shall not be permitted 
to make loans secured upon real estate in the manner described in this 
section/' 

That section twenty-five be, and is hereby, amended to read as 
follows: 

Sec. 25. Any National banking association possessing a capital and 
surplus of $1,000,000 or more may file application with the Federal Re- 
serve Board for permission to exercise, upon such conditions and under 
such regulations as may be prescribed by the said board, either or both 
of the following powers: 

"First. To establish branches in foreign countries or dependencies 
or insular possessions of the United States for the furtherance of the 
foreign commerce of the United States, and to act if required to do so as 
fiscal agents of the United States. 

"Second. To invest an amount not exceeding in the aggregate ten 
per cent, of its paid-in capital stock and surplus in the stock of one or 
more banks or corporations chartered or incorporated under the laws of 
the United States or of any State thereof, and principally engaged in 
international or foreign banking, or banking in a dependency or in" 
sular possession of the United States either directly or through the 
agency, ownership, or control of local institutions in foreign countries, 
or in such dependencies or insular possessions. 

"Such application shall specify the name and capital of the banking 
association filing it, the powers applied for, and the place or places 
where the banking operations proposed are to be carried on. The Fed- 
eral Reserve Board shall have power to approve or to reject such appli- 
cation in whole or in part if for any reason the granting of such appli- 
cation is deemed inexpedient, and shall also have power from time to 
time to increase or decrease the number of places where such banking 
operations may be carried on. 

"Every National banking association operating foreign branches 
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shall be required to furnish information concerning the condition of such 
branches to the Comptroller of the Currency upon demand, and every 
member bank investing in the capital stock of banks or corporations de- 
described under sub-paragraph two of the first paragraph of this section 
shall be required to furnish information concerning the condition of such 
banks or corporations to the Federal Reserve Board upon demand, and 
the Federal Reserve Board may order special examinations of the said 
branches, banks, or corporations at such time or times as it may deem 
best. 

"Before any National bank shall be permitted to purchase stock in 
any such corporation the said corporation shall enter into an agreement 
or undertaking with the Federal Reserve Board to restrict its operations 
or conduct its business in such manner or under such limitations and re- 
strictions as the said board may prescribe for the place or places where- 
in such business is to be conducted. If at any time the Federal Reserve 
Board shall ascertain that the regulations prescribed by it are not being 
complied with, said board is hereby authorized and empowered to insti- 
tute an investigation of the matter and to send for persons and papers, 
subpoena witnesses, and administer oaths in order to satisfy itself as to 
the actual nature of the transactions referred to. Should such investi- 
gation result in establishing the failure of the corporation in question, or 
of the National bank or banks which may be stockholders therein, to 
comply with the regulations laid down by the said Federal Reserve 
Board, such National banks may be required to dispose of stock holdings 
in the said corporation upon reasonable notice. 

"Every such National banking association shall conduct the accounts 
of each foreign branch independently of the accounts of other foreign 
branches established by it and of its home office, and shall at the end of 
each fiscal period transfer to its general ledger the profit or loss accrued 
at each branch as a separate item. 

"Any director or other officer, agent, or employee of any member 
bank may, with the approval of the Federal Reserve Board, be a di- 
rector or other officer, agent, or employee of any such bank or corpora- 
tion above mentioned in the capital stock of which such member bank 
shall have invested as hereinbefore provided, without being subject to 
the provisions of section eight of the act approved October fifteenth, 
nineteen hundred and fourteen, entitled, 'An act to supplement existing 
laws against unlawful restraints and monopolies, and for other 
purposes. 9 " 

Reserve Board Rules Size of Banks May Make Them 

Competitors 

September 18, 1916, the Federal Reserve Board an* 
nounced it had passed on six hundred and seventy-nine ap- 
plications from directors of National banks for permission 
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to serve as directors of other banking institutions which they 
declared are not competitors and, therefore, not affected by 
the Kern amendment to the recently enacted Clayton Anti- 
Trust Law. Of these applications five hundred and fifty-six 
were approved and one hundred and twenty-three denied. 
Several hundred other applications remain to be considered. 
Of the applications one hundred and eighty-two came from 
the New York Federal Reserve District, which comprises 
New York State and a section of the State of New Jersey. 
The board approved one hundred and thirty-four of the ap- 
plications and rejected forty-eight. This does not represent 
all the changes which will be necessary in the directorates of 
New York banks, since only the so-called "twilight zone" 
men applied. Where it was apparent that men served on 
the boards of banks which unquestionably were in competi- 
tion no application was made. The Federal Reserve Board 
issued a statement as to what constitutes competition as 
follows : 

The board has considered each case on its merits, but has taken the 
view that "substantial competition" must be held to exist in cases where 
the resources of the banks are of such magnitude or of such character 
that the ability of the banks jointly to grant or to withhold credit, or 
otherwise to influence the conditions under which credit may be ob- 
tained, might constitute them a dominant factor in the general loan 
market, even though the character of the deposits carried by the institu- 
tions in question might be quite different. In drawing the distinction in 
various cities no fixed rule as to amount of assets could be applied, as 
different lines of demarcation had to be observed, suggested by the 
relative importance of the financial institutions involved and the charac- 
ter and scope of the markets in which they operate. 

Members of the board stated that violations of the stat- 
ute would be handled by the Comptroller of the Currency 
and the Department of Justice. It is claimed that the con- 
struction of the statute could be evaded by the appointment 
by each bank of an advisory committee composed of the di- 
rectors who under the Federal Reserve Board's decision 
would be ineligible to serve on the institution's board. With 
such a committee in existence the actual board might be re- 
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duced to the minimum number, principally officers of the 
bank, whose acts could be suggested and passed upon from 
time to time by the stockholders' committee. Such a solution 
of the problem, however, would not be regarded favorably 
by the more important banking institutions. The manage- 
ments of the latter declare they have no intention of evading 
the law, but they would like to know whether the foregoing 
interpretation of the statute is correct. 

Membership of State Banks 

June 7, 1915, the Federal Reserve Board made an ex- 
ceptionally important decision. It is to the effect that it 
will allow State institutions to enter the Federal Reserve 
System with the right to withdraw and surrender member- 
ship if they so desire. State bankers have stated that an 
objection to entering was that when once members, they 
must surrender their charter or liquidate to get out. 

The board states in the following circular (No. 14) 
that only one American credit system can exist. Men of 
affairs will not be satisfied if it leaves out any very con- 
siderable part of the nation's strength. Trust companies 
and State banks have their distinctive places and must be 
respected in coordinating them in the federal system. 

Apparently the board used its discretionary power to 
bring about this coordination. Evidently the board sought 
to establish only regulations recognized as necessary to pro- 
tect the system against admission of an institution which 
would not be a source of strength, and to prescribe such 
rules as would insure conformitv of such an institution to 
the necessary essentials. 

Access afforded by membership to the resources of the 
system will add to the prestige of the strongest State insti- 
tutions. There will then be two principal classes of banks, 
those which do and those which do not belong to the system. 
These may be termed "Member Banks" and "Non-member 
Banks." 
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The board also states that membership will carry with 
it obligations as well as privileges. The statute imposes 
conditions as to the membership of State banks in the sys- 
tem and banks organized under State laws must comply 
with the capital and reserve requirements of the National 
banks. They must obey the statutory provisions imposed 
upon National banks respecting the limitations of liability 
which may be incurred by any natural or artificial person 
to such banks and the prohibition against purchases of or 
loans upon stock of such banks, the withdrawal or impair- 
ment of capital, and the payment of dividends which have 
not been earned. They must likewise obey other provisions, 
such as restrictions on the amount of acceptances by banks 
of this character, as well as those relating to transactions 
between such banks and their directors. They must, of 
course, observe the rules that the Federal Reserve Board 
may prescribe from time to time. 

As to loans on real estate, the board apparently would 
not impose restrictions which may embarrass banks. The 
board provides limitations, however, so that loans or invest- 
ments of this character may not be so excessive as to impair 
their liquid conditions. 

It mav be added that it is evident that the Federal 
Reserve Board has gone to the limit of its discretion in 
making it possible for State institutions to become members 
of the system. It will be noticed that State institutions 
having passed the necessary examinations, have the privi- 
lege of withdrawing from the system by giving twelve 
months' notice, but the re-payment of the amount of capital 
stock it holds in the reserve bank will not be made imme- 
diately, but by instalments should the board so elect. 

It is asserted that a present member bank which has no 
means of leaving the system except by liquidation, might 
proceed to liquidate, re-organize under State law and then 
come into the system again with the added privilege of 
being able to leave the system after a year's notice. The 
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Reserve Board, however, would undoubtedly inquire into 
the motive of such action and might perhaps withhold per- 
mission for renewed membership. 

The circular (No. 14) may meet objections which have 
prevented State institutions from becoming members of the 
system. 

The fact must not be forgotten that this interpretation 
of the law by the Federal Reserve Board, permitting with- 
drawals by State institutions is not a part of the statute. 
The best solution is an enactment by the Federal Legisla- 
ture amendatory of the statute. 

Issue of Two Hundred Million Dollars in Notes by 

Federal Reserve Banks 

The federal reserve banks have issued 235 million dol- 
lars in notes. This circulating currency is secured by ap- 
proximately one hundred and eighty million dollars in gold, 
and twenty million dollars in discounted commercial paper. 
The motive of the federal reserve banks in issuing these 
notes is the accumulation of a large gold reserve as a fu- 
ture financial bulwark. In spite of this substantial note 
issue, it is to be observed that in this particular operation, 
the currency of the country has only been expanded to the 
extent of the discounted paper held as collateral. However, 
in case of financial stress, one hundred million dollars of 
gold may be withdrawn from tliis account and a like amount 
of approved discounts substituted for it, thereby reducing 
the underlying gold security from ninety per cent, to forty 
per cent, of the par value of the notes outstanding, and coin- 
cidently increasing the paper collateral from ten per cent, 
to sixty per cent. 

In addition to these notes, the federal reserve banks have 
also issued about ten millions in bank notes which are iden- 
tical in structure with National bank notes and are secured 
by ten million dollars of Government bonds deposited with 
the Comptroller of the Currency. Inasmuch as the federal 
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banks are taking advantage of the profit derived from this 
ten-million-dollar circulation on exactly the same basis as a 
National bank, and at a time when the country is over-sup- 
plied with currency, a National bank may similarly expand 
its circulation account to the extent of its capital in order to 
take advantage of the maximum circulation profit. If it is 
desirable for a federal bank to avail itself of this privilege 
and profit, a National bank may do likewise. 

Error in Amending the Federal Reserve Act 

Section 13 (paragraph 5) provides that no member bank 
shall accept bills of exchange at any time to aggregate more 
than one-half its capital and surplus. 

Member banks of the reserve system desiring to accept 
draft or bills of exchange beyond fifty per cent, of their 
capital and surplus are handicapped by Congress, owing to 
a mistake made in amending the Federal Reserve Act. In 
the proposed amendment, as originally framed, member 
banks were permitted to accept bills of exchange beyond the 
fifty per cent, limitation with the permission of the Federal 
Reserve Board. During the rush preceding adjournment, 
the clause authorizing the reserve board to permit banks to 
exceed the limitation was carelessly stricken from the bill, 
although it was not a point of difference between the two 
houses and not properly a subject for the consideration of 
the conference committee. 

In the conference committee the following language was 
dropped in the confusion of the moment: "Except by au- 
thority of the Federal Reserve Board, under such general 
regulations as said board may prescribe, but not to exceed 
the capital stock and surplus of such bank, and such regula- 
tions shall apply to all banks alike, regardless of the amount 
of capital stock and surplus." Instead, therefore, of being 
able to accept bills up to one hundred per cent, of the capi- 
tal and surplus, banks cannot go beyond the fifty per cent, 
limitation. The number of banks, however, desiring to ex- 
ceed the limitation is comparatively small. 
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The Reserve of Gold 

At the last session of Congress the Federal Reserve 
Board made an effort to obtain authority to give their notes 
directly in exchange for gold. The proposed amendment 
was defeated in the lower House although the Senate ap- 
proved it. The great central banks of Europe pursue this 
course and it is the direct method by which they replenish 
their gold stocks. It was a defect in the Federal Reserve 
System not to provide originally for such exchanges and the 
failure to pass this amendment is an error. The reserve 
banks should have all sources of supply under their control 
for strengthening their reserves of gold. 

The Federal Reserve System was created to centralize 
reserves and to place the banking system under central au- 
thority. Large powers must be conferred upon this author- 
ity in order that it may perform the service that is expected 
of it. The power to issue currency is admittedly one which 
must be guarded and for this reason it is placed under the 
supervision of one responsible official body. The effective- 
ness of the system depends upon the command given to this 
authority over the reserve resources of the country. The 
gold stock of the country should not be dispersed through all 
the member banks. We have established reserve banks with- 
out the most important reserves. An agency to protect the 
country against financial crises should be given full 
resources. 

No other country exists where all the banking institu- 
tions are required to carry specified reserves. In practically 
every other important country the notes of the central bank 
are used as the reserve cash of the other banks. The eminent 
German and French banks hold little cash, but carry the 
notes of the Reichsbank and the Bank of France. 

The Term "Private Banker" Defined 

October 14, 1916, the Federal Reserve Board interpreted 
the term "private banker" to include partnerships or individ- 
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uals who are engaged in the banking business, as that term is 
generally understood, including those partnerships and in- 
dividuals who solicit or receive deposits subject to check, who 
do a foreign exchange, acceptance, loan of discount business, 
or who purchase and sell and distribute issues of securities by 
which capital is furnished for business or public enterprises. 

The term "private banker" was interpreted not to include 
the ordinary stock, note or commodity broker, unless a sub- 
stantial proportion of his profits is derived from, or a sub- 
stantial part of his business consists in, one or more of the 
banking activities described, nor is it interpreted to include 
partnerships or individuals using only their own funds in 
making loans or investments. 

No private banker whose partnership or firm assets ag- 
gregate more than five million dollars is eligible, under the 
terms of the Clayton Act, to serve as a director of any mem- 
ber bank, and no private banker, regardless of the amount of 
partnership or firm assets, is eligible to serve as a director, 
other officer or employee of any member bank located in a 
city of more than two hundred thousand inhabitants, if such 
firm or partnership is located in the same city. 

The Kern Amendment to the Clayton Act does not au- 
thorize the Federal Reserve Board to grant permission to 
such private bankers to serve as officers or directors of a 
member bank even though it appears that they are not in 
substantial competition with such member bank. 

Official Explanation of Recent Amendments to the 

Federal Reserve Act 

October 20, 1916, Robert H. Treman, Deputy Gov- 
ernor of the Federal Reserve Bank of New York, sent out 
a circular letter to member banks explaining the amend- 
ments to the Federal Reserve Act recently passed by Con- 
gress. The circular is as follows : 

Heretofore the acceptances which member banks have been author- 
ized to make have been limited to those based upon transactions involv- 
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ing the importation or exportation of goods-. Under the new amendment 
they are also permitted 

(a) to accept drafts or bills of exchange which grow out of trans- 
actions involving the domestic shipment of goods, provided shipping doc- 
uments conveying or securing title are attached at the time of accept- 
ance, or which are secured at the time of acceptance by a warehouse 
receipt or other such document conveying or securing title covering read- 
ily marketable staples. 

(6) to accept drafts or bills of exchange drawn by banks or bank- 
ers in foreign countries, dependencies or insular possessions of the 
United States, for the purpose of furnishing dollar exchange. 

Heretofore National banks not situated in central reserve cities have 
been limited in their loans on real estate to those secured by improved 
and unencumbered farm land situated within their federal reserve dis- 
tricts. The amendment authorizes such National banks to loan also upon 
other real estate provided it is improved and unencumbered and situated 
within 100 miles of the lending bank and the loan does not run longer 
than one year. The farm land upon which loans may be made may 
now be situated either within the district or within 100 miles of the 
lending bank. 

In respect to the new provision governing banking in 
foreign countries, Mr. Treman says : 

Heretofore National banks with a capital and surplus of $1,000,000 
or more have been permitted to establish branches in foreign countries. 
Under the amendment they are also permitted, with the approval of the . 
Federal Reserve Board, to invest an amount not exceeding in the aggre- 
gate ten per cent, of their paid-in capital stock and Surplus in the stock 
of one or more banks or corporations chartered or incorporated under 
the laws of the United States or of any State, which are principally en- 
gaged in international or foreign banking, or banking in a dependency 
or insular possession of the United States. 

Deputy Governor Treman has also sent out a letter 
advising member banks of the steps that have to be taken 
when applying for the discount of the bank's own promis- 
sory note for a period of not more than fifteen days. He 
encloses the form of resolution that the board of directors of 
a bank desiring accommodation is required to adopt. Mr. 
Treman states as follows: 

A copy of the resolution, duly authenticated by your cashier or the 
secretary of your board, should be forwarded to this bank. This vote, 
when executed, will cover both the discount of your own note or notes 
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and the rediscount of such drafts, notes, bills of exchange and accept- 
ances as may be eligible under the provisions of section 18 of the Fed- 
eral Reserve Act, and will supersede any prior authorization for redis- 
counts which you may have on file with this bank. 

You attention is also invited to the fact that under the amendment to 
the Federal Reserve Act, no waiver of demand, notice and protest need 
be included in terms in the indorsement of your bank on bills, notes and 
other receivables which are offered for rediscount or as collateral secu- 
rity for an advance. Consequently, all reference to granting authority 
for such purpose has been eliminated from the form of vote sent here- 
with. An ordinary indorsement, provided it includes the written signa- 
ture of an authorized officer, will be sufficient to comply with the terms 
of the act. 

It should be understood that the collateral security offered for an 
advance not exceeding fifteen days upon the note of a member bank may 
consist of any notes, drafts, bills of exchange or bankers' acceptances 
which are eligible for rediscount or purchase by federal reserve banks 
and which have maturities at the time the advance is made of not exceed- 
ing ninety days or, in case of agricultural paper, six months. 

The Federal Reserve Trust Power Section Uncon- 
stitutional 1 

November 14, 1916, the Supreme Court of Michigan 
declared unconstitutional that part of the Federal Reserve 
Act which empowers the Federal Reserve Board to grant 
special permits to National banks to act as trustee, execu- 
tor, administrator, or registrar of stocks and bonds. Na- 
tional banks in these States will be unable to exercise these 
functions unless a contrary ruling is obtained from the 
United States Supreme Court. An appeal to the highest 
court from the Michigan decision has been filed. 

Section 11 (k) of the Reserve Act authorizes the board 
to grant these trust powers to National banks "when not in 
contravention of State or local law." The board granted 
permits in most States, but certain trust companies were 
prompt to question the validity of the act, their chief com- 
plaint being that the act made it possible for National 
banks to exercise functions usually restricted to trust com- 
panies. The antagonism toward this section of the law was 
pronounced in Michigan where trust companies are not per- 

iConsult pp. 79-74, 116-120 ante. 
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mitted to engage in commercial banking. In New York 
and other States where trust companies transact practically 
the same kind of business as National banks the opposition 
to granting trust powers is practically negligible. 

Judge Brooke wrote the opinion of the above-named 
court, stating that the Reserve Act provision is ineffective 
for three reasons : ( 1 ) Because Congress has not the con- 
stitutional authority to confer such powers upon National 
banks; (2) because if Congress possessed the power, it can- 
not delegate such authority to the Federal Reserve Board, 
and (3)- because the granting of such powers would be in 
contravention of the State law. 

Subsequently the Supreme Court of Illinois decided in 
favor of the same three contentions as follows: (1) That 
the delegation of authority to the Federal Reserve Board 
as provided in section 11 (k) was not an unconstitutional 
delegation of legislative power, but simply an administrative 
authority to make regulations or apply the legislative pro- 
visions, therefore not in itself invalid; but (2) the act, in so 
far as it attempts to confer trust powers upon National 
banks is unconstitutional and- void; furthermore (3), the 
regulation of trusts belonging exclusively to the State and 
not being a subject over which the Federal Government has 
been given control, any attempts to exercise such control 
would be "in contravention of the State or local law," as 
forbidden by section 11 (k) of the Federal Reserve Act, 
and would also be in violation of the Constitution. 

It may be added that the following States have enacted 
laws expressly authorizing National banks to exercise trust 
powers: Colorado, Indiana, Iowa, Ohio (trustee and reg- 
istrar only, and then only for over $100,000 capital), South 
Dakota, Vermont, Virginia, Washington ($50,000 paid-up 
capital necessary). 

July, 1915, the Federal Reserve Board adopted the pol- 
icy of authorizing National banks, otherwise qualified, to 
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exercise the powers conferred by section 11 (k), unless there 
is an express provision of the State law either directly or by 
necessary implication prohibiting a National bank from 
exercising these powers. 

August 26, 1916, the board determined th$t it would 
not be in contravention of the laws of the following States, 
in addition to those alreadv mentioned, for a National bank 
to exercise the fiduciary powers authorized by section 11 
(k) : Alabama, Arizona, Arkansas, California (registrar 
only), Connecticut, Delaware, District of Columbia, Flor- 
ida, Georgia, Idaho, Illinois, Kansas, Kentucky, Louisiana, 
Maine (trustee, executor and registrar), Maryland, Massa- 
chusetts, Michigan, Mississippi, Missouri, Montana, Ne- 
braska, Nevada, New Hampshire (trustee and registrar), 
New Jersey (if organized prior to March 24, 1899), New 
Mexico, Oregon, Pennsylvania, Rhode Island, South Caro- 
lina, Tennessee, Texas, West Virginia, Wisconsin, Wyo- 
ming, Utah. 

Federal Reserve Board Bars Exchange Checks 

November 17, 1916, the Federal Reserve Bank of New 
York advised member banks that hereafter checks bearing 
notations such as "Payable in New York exchange" or 
"Payable in exchange at current rates" will not be accepted 
either for collection or credit. 

A ruling has been made by the Federal Reserve Board 
in which it was held that checks so payable are not valid 
negotiable instruments, inasmuch as they are not made pay- 
able in a sum certain in money, as required by law, but, are 
made payable in domestic exchange. The board cites its 
counsel as saying that the federal reserve banks have no 
authority, under the law, to charge such quasi-checks to the 
account of member banks, but must accept payment in ex- 
change, according to the terms of the check. The board has 
instructed the reserve banks that they cannot accept such 
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checks and that all instruments not payable expressly and 
unconditionally in money should be returned at once to 
the senders. 

Member Banks Relieved of Responsibility for Unused 

• 

Funds in Their Individual Vaults — New 
Provision for Mobilization 

of Gold 

November 21, 1916. the Federal Reserve Board granted 
permission to member banks to carry with the federal re- 
serve banks of their respective districts any portion of their 
reserves required by the original act to be held in their 
vaults. September 7, 1916, the statute was amended so as 
to permit of the accumulation of reserve money with the 
reserve banks. The underlying theory of the Federal Re- 
serve System is that the reserve banks should hold the real 
reserves of the country. This permission will aid materially 
in accomplishing the aim of the Reserve Board which is to 
effect the mobilization of the gold fund in the vaults of the 
reserve banks. 

Subdivision 6 of section 19 1 of the Federal Reserve Act 
enacts that a bank in a central reserve city shall hold and 
maintain a reserve of eighteen per cent, of the aggregate 
amount of demand deposits, six-eighteenths of which must 
be held in its own vaults or the federal reserve bank, the 
lodgment of the balance of reserves being optional with the 
banks. Under the ruling now made by the Board, a bank 
may hold all of its legal reserves with the reserve bank of 
its district and retain in its own vaults only so much cash 
as is needed to meet the daily demands of business. The 
legal requirements of reserve city and country banks are 
slightly lower. This ruling affords member banks an op- 
portunity, both to be relieved of the care of unused funds 
held in their individual vaults and to strengthen their reserve 
with the federal reserve banks. 



lPaine's National Banking Laws (7th Ed.), pp. 17, 204. 
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Federal Reserve Board Warns Banks Against Long- 
Term Loans of Foreign Governments and Advises 
that the Purchase of Foreign Treasury 
Bills Would be Harmful to the Inter- 
ests of the United States 

November 27, 1916, in what probably is its most im- 
portant action, the Federal Reserve Board issued a warning 
to American bankers to avoid purchasing treasury bills of 
foreign Governments involving long-term obligations. The 
"board expresses the fear that such investments may lock up 
the funds of the American banks so they may not be avail- 
able when imperatively required. All investors are advised 
to proceed with caution and member banks of the Federal 
Reserve Svstem are formallv advised that the board "does 
not regard it in the interest of the country at this time that 
they invest in foreign treasury bills of this character." At 
the same time the reserve board disclaims any intention of 
reflecting upon the financial stability of any nation. The 
board states that danger from further importation of large 
amounts of gold will arise only in case the gold is permit- 
ted to become the basis of undesirable loan expansions and 
of inflation. Emphasis is laid upon the necessity for cau- 
tion in putting money into investments which are short term 
in name, but which "either by contract or through force of 
circumstances may in the aggregate have to be renewed 
until normal conditions return." 

It is argued that the liquid funds of the banks should 
be available for short-credit facilities and that there is spe- 
cial need of maintaining ample reserves because many of our 
financial institutions are already carrying substantial 
amounts of foreign obligations and of acceptances which 
they are under obligations to renew. 

The board states that "the United States has now at- 
tained a position of wealth and of international financial 
power which in the natural course of events it could not 
have reached for a generation. We must be careful not to 
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impair this position of strength and independence." The 
board also states that it is the duty of our banks to have 
their resources immediately available to the end that they 
may be able to respond to home requirements, the nature 
and scope of which none can foresee, and that the United 
States shall be able to do its full share in the work of in- 
ternational reconstruction and development that must fol- 
low the end of the war. 

This manifesto, for such it may be termed, will put in 
motion a sharp-pointed disputation in banking circles 
throughout the world. 

Recommendations or the Federal Advisory Council 

November 21, 1916. the Federal Advisory Council rec- 
ommended that Congress should immediately amend the 
Federal Reseive Law to the end that the final payment to 
the reserve banks shall be made early in the year 1917 in- 
stead of during the month of November of that year as 
provided by subdivision (b) of section 19 of the law. 

In support of this recommendation it may be stated that 
with the restoration of peace abroad will come an unprece- 
dented readjustment in the financial world. The belief ob- 
tains that before the end of the coming year a development 
will occur which will bring the belligerents together for 
discussion of peace terms. That this event would prove dis- 
turbing in the extreme cannot be doubted, but the disturb- 
ance would be greater if it synchronized with a readjust- 
ment in the countrv's bank reserves. It is true that to 
anticipate a final payment of reserves to the federal institu- 
tion would work hardship upon the member banks. Money 
market conditions are, however, easiest in the early months 
of the year, and any shifting of reserves during this time 
would occasion no more disturbance in that market than 
would be occasioned during the crop-moving period and 
the knowledge that our banking machinery was equipped 



AND COGNATE STATUTES 221 

for emergency would beget an exceptionally desirable feel- 
ing of confidence. 

The council announced itself as in entire accord with the 
views already expressed by the board, suggesting caution in 
the use of credits open for a long period of renewals. It 
also renewed its recommendation that the National v Bank 
Act be amended so as to enable National banks in reserve 
and central reserve cities to establish branches within those 
cities. 

Establishment of Branches by National Banks 

September 29, 1916, the American Bankers' Association, 
at its annual meeting held at Kansas City, after a spirited 
debate adopted resolutions against the proposed amend- 
ment to the Federal Reserve Act permitting National banks 
to establish branches in the city in wliich they are located, or 
in the adjacent districts. Members of the last Congress 
received many communications opposing this amendment. 
Country banks in particular based their objections on the 
ground that statutory recognition of such a right would be 
an "entering wedge" and, no matter how the privilege was 
restricted, it could be considered only a step which would 
lead ultimately to a general legal recognition of the branch 
banking system. 

There was no support from bankers for that part of the 
amendment which permitted the establishment of branches 
outside of the city in which the parent bank operates. The 
suggestion for such branches came from the Comptroller of 
the Currency and, with some modification, was approved 
by the Federal Reserve Board. The banks in some of the 
larger cities desire to establish branches in their own locali- 
ties to enable them to compete with State institutions which 
have branches. 

Section 51 5 1 of the United States Revised Statutes in 
part is as follows : 

lPaine's National Banking Laws (7th Ed.), p. 54. 



222 THE FEDERAL RESERVE ACT 

It shall be lawful for any bank association organized under State 
laws, and having branches, the capital being joint and assigned to and 
used by the mother bank and branches in definite proportions, to be- 
come a National banking association in conformity with existing laws, 
and to retain* and keep in operation its branches, or such one or more 
of them as it may elect to retain. * * * 

On pages seventy-four and seventy-five, volume one of 
the report of the Comptroller of the Currency for 1915, will 
he found a list of the National hanks which have branches. 
The Bank of California National Association, of San Fran- 
cisco, has branches in Portland, Ore., Tacoma and Seattle, 
Wash., and Virginia City, Nev. The following statement 
shows the way in which a National bank may secure 
branches : 

In 1915 the Century Bank of the City of New York, with twelve 
branches, all located within the City of New York, was converted into 
the Century National Bank of New York, capital $1,150,000 (which 
has since been increased to $8,500,000), of which $100,000 was as- 
signed to each of eleven of the branches and $50,000 for the other. 
The Century National Bank of New York subsequently acquired the 
business of the Chatham and Phenix National Bank of New York, and 
by change of title became the Chatham and Phenix National Bank of 
the City of New York. 

The Chatham and Phenix National Bank has twelve 
branches. 
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PART II. 

CIRCULARS AND REGULATIONS, 1915 

January 2, 1915, the Federal Reserve Board issued the 
first of its circulars and regulations, series of 1915. Some 
of the circulars are reissues of those circulated in 1914. 
This is the first circular of a new series : 

CIRCULAR NO. 1, SERIES OF 1915 

Washington, January £, 1016. 

I88UANCE OF CIRCULARS AND REGULATIONS 

For the convenience of all concerned the Federal Reserve Board 
has determined to revise certain of its circulars and regulations, and to 
reissue such of those as it desires to retain in force; the new series to 
be known as the "Series of 1915." It proposes hereafter to issue cir- 
culars and regulations each year in a new series, and there is appended 
hereto a list of the previously issued circulars and regulations and the 
disposition made of them. 

In this way circulars and regulations of only passing interest will 
be dropped and only those of permanent importance reissued. 

CIRCULARS 



No. 


Subject Date 


Disposition 






1914 






Gold fund circular of Sept 91, 1914. 




No longer applicable. 




Circulars and regulations prior to 








this issued by the organization 








committee. 






No. 0. . . . 


Suflrirested by-laws 


Oct. 5 


Do. 


No. 6 a.. 


Proposed system of accounting for 


Oct 91 


Da 


No. 7.... 


Oct 14 


Effective so far as ap- 




federal reserve banks. 




plicable, but to be 
reissued. 


No. 8. . . . 


Outline of plan of organisation for 
federal reserve banks. 


Oct 17 


Do. 


No. 9 a.. 


Procedure for meeting of reserve 
bank officers and directors of Oct. 
90-91. 




No longer applicable. 


No. 10. . . 


In regard to the deposit of reserves 
due Nov. 9, 1914. 


Oct 98 


Da 


No. 11... 


Reports of committees of officers 
and directors of federal reserve 
banks at Washington meeting of 
Oct 90-91, 1914. 


No date 


Da 


No. 19... 


Payment of first installment of stock 
subscriptions of member banks to 
the federal reserve banks. 


Nov. 6 


Do. 


No. IS. . . 


Regarding commercial paper eligible 
for rediscount by federal reserve 


Nov. 10 


Will be reissued in 






somewhat modified 




banks. 

I 




form. 
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REGULATIONS 



No. 1 . . . . 



Nos.2,3, 
4, 5, and 
6. 

No. 7 



No. 8 . . . . 
No. 9 . . . . 



Procedure in appeals from decision 
of reserve bank organisation com- 
mittee. 

Dealing with eligibility of commer- 
cial paper, accompanying Circu- 
lar No. 13. 

Definitions of "demand" and "time" 
deposits and of "savings ac- 
counts." 

Covering bonds of federal reserve 
agents. 

Loans on farm lands 



Aug. 88 

Nov. 10 

Nov. 11 

Nov. 23 
Dec. 31 



Effective and will be 
reissued. 

Effective and will be 

reissued in modified 

form. 
Will be reissued in 

somewhat modified 

form. 
Effective and will be 

reissued. 
Do. 



CIRCULAR NO. 2, SERIES OF 1915 

Washington, January 18, 1916. 

ACCEPTANCE OF STATEMENTS IN LIFU OF CERTIFICATES A8 TO CHARACTER 

OF COMMERCIAL PAPER 

The necessity of giving more time before regulation No. 8, of No- 
vember 10, 1914, shall become effective is recognized by the Federal 
Reserve Board. The accompanying regulation is therefore issued as 
appended. 

Regulation No. 4, of 1914, which was to go into effect January 15, 
is hereby revoked and canceled and Mill be replaced by a new regula- 
tion soon to be issued. 



REGULATION A, SERIES OF 1915 
(Superseding Regulation No. 3, of 1914.) 

Washington, January 1%, 1916. 

ACCEPTANCE OF STATEMENTS IN LIEU OF CERTIFICATES A8 TO CHARACTER 

OF COMMERCIAL PAPER 

Whenever a member bank shall offer for rediscount any note, draft, 
or bill of exchange bearing the indorsement of such member bank, with 
waiver of demand notice and protest, the directors or executive commit- 
tee of the federal reserve bank may, until July 15, 1915, accept as 
evidence that the proceeds of such note, draft, or bill or exchange 
were or are to be used for agricultural, industrial, or commercial pur- 
poses (and such notes, drafts., or bills of exchange in other respects 
comply with the regulations of the board) a written statement from the 
officer of the applying bank that of his own knowledge and belief the 
original loan was made for one of the purposes mentioned, and that die 
provisions of the act and regulations issued by the board have been 
complied with. 
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CIRCULAR NO. 8, SERIES OF 1915 
(Superseding Circular No. 13 of 1914.) 

Washington, January £6, 1916. 

COMMERCIAL PAPER 

When Circular No. 18, bearing date of November 10, 1914, and the 
accompanying regulations were issued it was hoped that a period of two 
months would suffice to enable member banks to familiarize their cus- 
tomers with the requirements of Regulation No. 4 of 1914. It appears, 
however, that in many districts the needed readjustments of banking 
and business practice can not be effected in so short a period. An 
extension of time was therefore asked by both member banks and their 
customers, for the purpose of adjusting their methods to the new 
requirements, and was granted by the board. (See Regulation A, ac- 
companying Circular No. 2, series of 1915.) 

In order to facilitate operations, particularly during the initial 
period, the requirements as to borrowers' statements have been modi- 
fied. But while Circular No. 18, of November 10, 1914, is now super- 
seded, the Board has not modified its views upon the general principles 
therein expressed as being of fundamental importance in the best de- 
velopment of the new system. 

The board has formulated in Regulation B, hereto annexed (Para- 
graph III), a new method for certifying the eligibility of bills for re- 
discount. While banks will not be required to comply with the pro- 
visions of Paragraph III until after July 15, the new method prescribed 
is made a part of this regulation in order that advance notice may be 
given to all banks, so that those which are equipped to do so may begin 
to operate under its provisions as soon as possible. The board suggests, 
furthermore, that federal reserve banks insist that the accompanying 
regulation be applied as promptly as possible to all so-called "purchased 
paper" — that is, paper bought through brokers or others with whom the 
purchasing bank has no direct business relations. Where such direct con- 
nections do not exist, the requirement that statements, both as to busi- 
ness conditions and methods of borrowing, be furnished, appears to be 
a matter of prudence and should not be postponed. In such cases as 
these — where borrowers' statements in the required form are not avail- 
able until after the close of the business year — statements for the pre- 
vious year may be accepted, pending receipt of new statements in 
required form, even though such statements may not contain all the 
desired data. 

While it has been thought best not to insist upon a written state- 
ment in the case of limited borrowings by depositors, when officers of 
member banks from their own personal knowledge certify to the eligi- 
bility of the paper for discount, it is urged, nevertheless, that member 
banks do their utmost to accustom their borrowers to furnishing such 
statements. 
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REGULATION B, SERIES OF 1915 
(Superseding Regulations 2 and 4 of 1914.) 

Washington, January 26, 1916. 

COMMERCIAL PAPER 

The word "bill," when used in this regulation, shall be construed to 
include notes, drafts, or bills of exchange, and the word "goods" shall 
be construed to include goods, wares, merchandise, or staple agricultural 
products, including live stock. 

I. Statutory requirements 

The Federal Reserve Act provides that a bill, other than an ac- 
ceptance (see Circular No. 5 and Regulation D, to be published 
shortly), to be eligible for rediscount by a member bank with a federal 
reserve bank, must comply with the following statutory requirements: 

(a) It must be indorsed by a member bank, accompanied by a 
waiver of demand, notice, and protest. 

(b) It must have a maturity at the time of discount of not more 
than ninety days, except as provided by Regulation C, accompanying 
Circular No. 4, series of 1915. 

(c) It must have arisen out of actual commercial transactions; 
that is, be a bill which has been issued or drawn for agricultural, indus- 
trial, or commercial purposes, or the proceeds of which have been or 
are to be used for such purposes. 

(d) It must not have been issued for carrying or trading in 
stocks, bonds, or other investment securities except bonds and notes of 
the Government of the United States; but the pledge of goods as secu- 
rity for a bill is not prohibited. 

II. Character of paper eligible 

The Federal Reserve Board, exercising its statutory right to define 
the character of a bill eligible for rediscount at a federal reserve bank, 
has determined: 

(a) That it must be a bill the proceeds of which have been used 
or are to be used in producing, purchasing, carrying, or marketing 
goods in one or more of the steps of the process of production, manu- 
facture, and distribution; 

(b) That no bill is "eligible" the proceeds of which have been 
used or are to be used: 

(l) For permanent or fixed investments of any kind, such as land, 
buildings, machinery (including therein additions, alterations, or other 
permanent improvements, except such as are properly to be regarded as 
costs of operation). It may be considered as sufficient evidence of com- 
pliance with this requirement if the borrower shows, by statement or 
otherwise, that he has a reasonable excess of quick assets over his cur- 
rent liabilities on open accounts, short-term notes, or otherwise; 
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(2) For investments of a merely speculative character, whether 
made in goods or otherwise. 

III. Method of certifying eligibility. 

Any member baiu\ applying for rediscount of a bill after July 15, 
1915, must certify in its letter of application, over the signature of a 
duly authorized officer, that to the best of its knowledge and belief the 
bill was issued for one of the purposes mentioned in the above para- 
graphs and conforms to section 18 of the Federal Reserve Act and to 
this regulation. 

It is recommended that every member bank maintain a file, which 
shall contain original signed statements of the financial condition of 
borrowers, or true copies thereof, certified by a member bank or by a 
notary public, designating where the original statement is on file. State- 
ments should contain all the information essential to a clear and correct 
knowledge of the borrower's credit and of his method of borrowing. A 
schedule specifying certain information, which it is desirable that such 
statements should include, is hereto appended. 

Member banks shall certify in their letters of application for re- 
discount whether the paper offered for rediscount is depositor's or pur- 
chased paper or paper rediscounted for other member banks and 
whether statements are on file. When it does not appear that such 
statements are on file, except as hereinafter provided under (1), (2), 
and (8), below, the federal reserve bank shall satisfy itself as to the 
eligibility of the paper offered for rediscount, and member banks will be 
expected to use such statement forms, identifying stamps, etc., as may 
be prescribed by the respective federal reserve banks. 

Any member bank rediscounting with a federal reserve bank paper 
acquired from another member bank, with the indorsement of such 
member bank, may accept such member's certification regarding the 
character of the paper and the existence of the necessary statements. 

Statements of the borrower's financial condition may be waived 
where bills offered for rediscount have been discounted by member 
banks for any of their depositors in the following cases: 

(1) If the bill bears the signatures of the purchaser and the seller 
of the goods and presents prima facie evidence that it was issued for 
goods actually purchased or sold; or 

(2) If the aggregate amount of obligations of such depositor 
actually rediscounted and offered for rediscount does not exceed $5,000, 
but in no event a sum in excess of ten per cent, of the paid-in capital 
of the member bank; or 

(8) If the bill be specifically secured by approved warehouse 
receipts covering readily marketable staples: 

Provided, however, That the bank shall certify to these conditions 
on the application blank in a manner to be designated by the respective 
federal reserve banks. 



280 THE FEDERAL RESERVE ACT 

APPENDIX 

INFORMATION DESIRED IN CREDIT FILES OF MEMBER BANKS 

The credit files of member banks, referred to in the above regula- 
tion, should include information concerning the following matters: 

(a) The nature of the business or occupation of the borrower; 

(b) If an individual, information as to his indebtedness and his 
financial responsibility ; 

(c) If a firm or corporation, a balance sheet showing quick assets, 
slow assets, permanent or fixed assets, current liabilities and accounts, 
short-term loans, long-term loans, capital and surplus; 

(d) All contingent liabilities, such as indorsements, guaranties, 
etc.; 

(e) Particulars respecting any mortgage, debt and whether there 
is any lien on current assets; 

(f) Such other information as may be necessary to determine 
whether the borrower is entitled to credit in the form of short-term 
loans. 

CIRCULAR NO. 4, SERIES OF 1915. 

Washington, January 16. 1916. 

SIX MONTHS' A ORI CULTURAL PAPER 

The appended regulation is issued to supersede Regulation No. 5, of 
November 10, 1914, which is hereby revoked and canceled. 

REGULATION C, SERIES OF 1915 
(Superseding Regulation No. 5 of Nov. 10, 1914.) 

Washington, January 16, 1916. 

six months' agricultural paper 

The word "bill" when used in this regulation shall be construed to 
include notes, drafts, or bills of exchange. 

Each federal reserve bank may receive for discount bills which 
have a maturity of more than three but less than six months, in an 
aggregate amount equal to a percentage of its capital stock to be fixed 
from time to time for each federal reserve bank by the Federal Reserve 
Board. 

Provided, however, That such bills are drawn or issued for agricul- 
tural purposes, or are based on live stock; that is, that their proceeds 
have been used or are to be used for agricultural purposes, including 
the breeding, raising, fattening, or marketing of live stock; and 

Provided, further, That such bills comply in all other respects with 
each and every provision of Regulation B, series of 1915. 

CIRCULAR NO. 5, SERIES OF 1915 
(Superseded by Circular No. 11.) 
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CIRCULAR NO. 6, SERIES OF 1915 
(Superseding Regulation No. 7 of 1914.) 

Washington, January IS, 1916. 

TIME DEPOSITS AND SAVINGS ACCOUNTS 

The Federal Reserve Board deems it advisable to amplify its regu- 
lation relating to time deposits and savings accounts issued November 
11, 1914, and to define under the following headings those deposits 
against which the Federal Reserve Act requires a reserve of only five 
per cent, to be maintained: 

1. Time deposits, open accounts. 

2. Savings accounts. 

8. Certificates of deposit. 

It was clearly not the intention of the act to permit a reduction of 
reserve to five per cent, upon deposits which may ordinarily be checked 
upon, but in respect to which a bank, by a blanket provision in its by- 
laws, may at any time require a withdrawal notice of not less than 
thirty days to be given. The reduction of the reserve to be carried 
against time deposits is intended to apply only to deposits under writ- 
ten agreement not to be withdrawn within thirty days from the date as 
of which the reserve calculation is made. Therefore, on the date of 
calculating reserve, under the definitions contained in the accompanying 
regulation, no deposit may be deemed a time deposit, whether on open 
account on or certificate — 

(a) If it is payable within thirty days because of the approaching 
end of the specified period for which it was deposited or because of re- 
ceipt of notice of the date on which withdrawal will be made; 

(b) If it may be withdrawn by check within thirty days, although 
the bank may have the right, by written contract or otherwise, to require 
a withdrawal notice of not less than thirty days. 

Nor may any certificate of deposit be considered a time certificate 
if any part of the amount represented by it is subject to check or may 
be withdrawn without the presentation of the certificate for proper in- 
dorsement. 

While savings accounts may at any time, by the action of the bank, 
be converted into time deposits, they are, nevertheless, ordinarily with- 
drawable on demand. In the absence of any statutory limitation upon 
the sum which may be received by a bank from any one individual as a 
savings account, the board has no authority, for the purpose of calcu- 
lating reserves, to impose any such limitation, but it feels strongly that 
in the interest of both the member banks and the federal reserve 
system the broad provisions of the act in respect to time deposits, 
savings accounts, and certificates of deposit should not be made the 
means of any large general reduction of reserves by a transfer to those 
forms of deposits which are in substance demand deposits; and it is the 
purpose of the board to countenance or permit a reduction of reserves 
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to five per cent, only on deposits which are, in fact as well as in form, 
entitled to such reduction within the spirit of the act. 

Banks carrying savings accounts must record them in separate 
ledgers which do not contain ordinary checking accounts or other items. 
Open time accounts and time certificates of deposit should also be car- 
ried in separate ledgers, but if carried in the same ledger with current 
checking accounts they must be grouped together so as to be readily 
distinguished from the latter. 

The board desires to make it clear that the act requires the full 
reserve, at the rate prescribed for demand deposits, to be carried 
against all savings accounts and all time deposits whether on open 
account or certificate, which are subject to check or which the bank has 
been notified are to be withdrawn within thirty days. 



REGULATION D, SERIES OF 1915 
(See Circular 11, Regulation J.) 

REGULATION E, SERIES OF 1915 
(Superseding Regulation No. 7 of 1914.) 

Washington, January 16, 1915, 

TIME DEPOSITS AND SAVINGS ACCOUNTS 

Section 19 of the Federal Reserve Act provides, in part, as follows: 
"Demand deposits, within the meaning of this act, shall comprise 
all deposits payable within thirty days, and time deposits shall com- 
prise all deposits payable after thirty days and all savings accounts and 
certificates of deposit which are subject to not less than thirty days' 
notice before payment." 

TIME DEPOSITS, OPEN ACCOUNTS 

The term "time deposits, open accounts," shall be held to include 
all accounts not evidenced by certificates of deposit or savings pass 
books, in respect to which a written contract is entered into with the 
depositor at the time the deposit is made that neither the whole nor any 
part of such deposit may be withdrawn by check or otherwise except oil 
a given date or on written notice given by the depositor a certain speci- 
fied number of days in advance, in no case less than thirty days. 

SAVINGS ACCOUNTS 

The term "savings accounts" shall be held to include those accounts 
of the bank in respect to which, by its printed regulations, accepted by 
the depositor at the time the account is opened — 

(a) The pass book, certificate, or other similar form of receipt 
must be presented to the bank whenever a deposit or withdrawal is 
made, and 
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(b) The depositor may at any time be required by the bank to 
give notice of an intended withdrawal not less than thirty days before a 
withdrawal is made. 

TIME CERTIFICATES OF DEP08IT 

A "time certificate of deposit" is defined as an instrument evi- 
dencing the deposit with a bank, either with or without interest, of a 
certain sum specified on the face of the certificate, payable in whole or 
in part to the depositor or on his order — 

(a) On a certain date, specified on the certificate, not less than 
thirty days after the date of the deposit, or 

(b) After the lapse of a certain specified time subsequent to the 
date of the certificate, in no case less than thirty days, or 

(c) Upon written notice given a certain specified number of days, 
not less than thirty days before date of repayment, and 

(d) In all cases only upon presentation of the certificate at each 
withdrawal for proper indorsement or surrender. 

CIRCULAR NO. 7, SERIES OF 1915 

Washington, January 26, 1916. 

PURCHASE OF WARRANTS 

In drawing Regulation F (attached), the Federal Reserve Board 
has been guided by the consideration that it is the primary purpose of 
the Federal Reserve Act to provide a banking organization which shall 
be responsive to the ebb and flow of commerce and trade. 

Inasmuch as the funds of federal reserve banks should be employed 
primarily in discount operations, purchases of warrants by such banks 
should be ordinarily limited to a relatively small proportion of their 
aggregate resources. This practice should be departed from only when 
general banking policy renders it advisable. In any and all cases the 
interest of the federal reserve banks rather than that of the munici- 
palities desiring to sell their obligations should be the primary con- 
sideration in making such investments. 

In order to keep the assets of the federal reserve banks in a liquid 
condition, investments in warrants, when made, should be made by 
preference in such as can be readily marketed, so that federal reserve 
banks may be able to realize on them whenever it becomes desirable to 
enlarge their discounts of commercial paper. 

In restricting federal reserve banks to the purchase of such war- 
rants as carry the definite assurance that the taxes and revenues will be 
actually in hand before maturity, the board endeavors to follow the 
policy of the act in restricting federal reserve banks as far as possible 
to investments which are of short maturity and self-liquidating. 
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REGULATION F, SERIES OF 1915. 

Washington, January 26, 1916. 

PURCHASE OF WARRANTS 
STATUTORY REQUIREMENTS 

Section 14 of the Federal Reserve Act reads in part as follows: 

Every federal reserve bank shall have power — 

(b) To buy and sell, at home, or abroad, bonds and notes of the 
United States, and bills, notes, revenue bonds, and warrants with a 
maturity from date of purchase of not exceeding six months, issued in 
anticipation of the collection of taxes or in anticipation of the receipt 
of assured revenues by any State, county, district, political subdivision, 
or municipality in the continental United States, including irrigation, 
drainage, and reclamation districts, such purchases to be made in accord- 
ance with rules and regulations prescribed by the Federal Reserve 
Board. 

For brevity's sake, the term "warrant" when used in this regulation 
shall be construed to mean "bills, notes, revenue bonds, and warrants 
with a maturity from date of purchase of not exceeding six months," 
and the term "municipality" shall be construed to mean "State, county, 
district, political subdivision, or municipality in the continental United 
States, including irrigation, drainage, and reclamation districts." 

REGULATION 

The Federal Reserve Board has determined: 

I. A federal reserve bank may purchase such warrants as are 
issued by a municipality — 

(a) In anticipation of the collection of taxes or in anticipation of 
the receipt of assured revenues. The taxes or assured revenues against 
which such warrants have been issued must be due and payable on or 
before the date of maturity of such warrants. For the purposes of this 
regulation taxes shall be considered as due and payable on the last day 
on which they may be paid without penalty; 

(b) As the general obligations of the entire municipality, it being 
intended to exclude as ineligible for purchase all such obligations as 
are payable from "local benefit" and "special assessment" taxes when 
the municipality at large is not directly or ultimately liable; 

(c) 1. Which has been in existence for a period of ten years; 
2, which for a period of ten years previous to the purchase has not 
defaulted, for longer than fifteen days, in the payment of any part of 
either principal or interest of any funded debt authorized to be con- 
tracted by it; and 8, whose net funded indebtedness does not exceed ten 
per cent, of the valuation of its taxable property, to be ascertained by 
the last preceding valuation of property for the assessment of taxes. 

As a definition of the term "net funded indebtedness" as used in I 
(c) 3, above, and in further explanation of I (<?) 1 and 2, relative to 
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the term of existence of and nondefault by the municipality, the Fed- 
eral Reserve Board has adopted in substance the definitions and regula- 
tions of the board of trustees of the Postal Savings System, which, as 
printed hereunder as an appendix hereto, are made a part of these regu- 
lations. 

II. Except with the approval of the Federal Reserve Board, no 
federal reserve bank shall purchase and hold an amount in excess of 
twenty-five per cent, of the total amount of warrants outstanding at 
any time and issued in conformity with provisions of section 14 (b) 
above quoted and actually sold by a municipality. 

III. Except with the approval of the Federal Reserve Board, the 
aggregate amount invested by any federal reserve bank in warrants of 
all kinds shall not exceed at the time of purchase a sum equal to ten 
per cent, of the deposits kept by its member banks with such federal 
reserve bank. 

IV. Except with the approval of the Federal Reserve Board, the 
maximum amount which may be invested at the time of purchase by 
any federal reserve bank in warrants of any single municipality shall 
be limited to the following percentages of the deposits kept in such 
federal reserve banks by its member banks: 

Five per cent, of such deposits in warrants of a municipality of 
50,000 population or over; 

Three per cent, of such deposits in warrants of a municipality of 
over 80,000 population but less than 50,000; 

One per cent, of such deposits in warrants of a municipality of 
over 10,000 population but less than 80,000. 

V. Warrants of a municipality of 10,000 population or less shall 
be purchased only with the special approval of the board. 

The population of a municipality shall be determined by the last 

Federal or State census. Where it can not be exactly determined the 
board will make special rulings. 

VI. Opinion of recognized counsel on municipal issues or of the 
regularly appointed counsel of the municipality as to the legality of the 
issue shall be secured and approved in each case by counsel for the 
federal reserve bank. 

VII. Any federal reserve bank may purchase from any of its 
member banks warrants of any municipality, indorsed by such member 
bank, with waiver of demand, notice, and protest, up to an amount not 
to exceed ten per cent, of the aggregate capital and surplus of such 
member bank: Provided, however, That such warrants comply with pro- 
visions I and III of these regulations, except that where a period of 
ten years is mentioned in I (c) hereof a period of Hive years shall be 
substituted for the purposes of this clause. 

DEFINITION OF "ttKT FUNDED INDEBTEDNESS' 1 

The term "net funded indebtedness" is hereby defined to mean the 
legal gross indebtedness of the municipality (including the amount of 
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any school district or other bonds which depend for their redemption 
upon taxes levied upon property within the municipality) less the aggre- 
gate of the following items: 

(1) The amount of outstanding bonds or other debt obligations 
made payable from current revenues; 

(2) The amount of outstanding bonds issued for the purpose of 
providing the inhabitants of a municipality with public utilities, such aa 
waterworks, docks, electric plants, transportation facilities, etc.: Pro- 
vided, That evidence is submitted showing that the income from such 
utilities is sufficient for maintenance, for payment of interest on such 
bonds, and for the accumulation of a sinking fund for their redemption; 

(8) The amount of outstanding improvement bonds, issued under 
laws which provide for the levying of special assessments against abut- 
ting property in amounts sufficient to insure the payment of interest on 
the bonds and the redemption thereof: Provided, That such bonds are 
direct obligations of the municipality and included in the gross indebt- 
edness of the municipality; 

(4) The total of all sinking funds accumulated for the redemp- 
tion of the gross indebtedness of the municipality, except sinking funds 
applicable to bonds just described in (1), (2), and (8) above. 

DEFINITION OP "EXISTENCE*' AND "NONDEFAULT M 

Warrants will be construed to comply with that part of paragraph 
(c) of this regulation relative to term of existence and nondefault, 
under the following conditions: 

(1) Warrants issued by or in behalf of any municipality which 
was, subsequent to the issuance of such warrants, consolidated with, or 
merged into, an existing political division which meets the requirements 
of these regulations, will be deemed to be the warrants of such politi- 
cal division: Provided, That such warrants were assumed by such politi- 
cal division under statutes and appropriate proceedings the effect of 
which is to make such warrants general obligations of such assuming 
political division, and payable, either directly or ultimately, without 
limitation to a special fund, from the proceeds of taxes levied upon all 
the taxable real and personal property within its territorial limits. 

(2) Warrants issued by or in behalf of any municipality which 
was, subsequent to the issuance of such warrants, wholly succeeded by a 
newly organized political division whose term of existence, added to 
that of such original political division, or of any other political division 
so succeeded, is equal to a period of ten years, will be deemed to be 
warrants of such succeeding political division: Provided, That during 
such period none of such political divisions shall have defaulted, for a 
period exceeding fifteen days, in the payment of any part of either 
principal or interest of any funded debt authorized to be contracted by 
it: And provided further, That such warrants were assumed by such 
new political division under statutes and appropriate proceedings the 
effect of which is to make such warrants general obligations of such 
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assuming political division, and payable, either directly or ultimately, 
without limitation to a special fund, from the proceeds of taxes levied 
upon all the taxable real and personal property within its territorial 
limits. 

(8) Warrants issued by or in behalf of any municipality, which, 
prior to such issuance, became the successor of one or more, or was 
formed by the consolidation or merger of two or more, preexisting 
political divisions, the term of existence of one or more of which, 
added to* that of such succeeding or consolidated political division, is 
equal to a period of ten years, will be deemed to be warrants of a 
political division which has been in existence for a period of ten years: 
Provided, That during such period, none of such original, succeeding, or 
consolidated political divisions shall have defaulted, for a period exceed- 
ing fifteen days, in the payment of any part of either principal or 
interest of any funded debt authorized to be contracted by it. 

CIRCULAR NO. 8, SERIES 1915 

Washington, January 27, 1915. 

WAIVER OF DEMAND, NOTICE, AND PROTE8T 

Section 18 of the Federal Reserve Act provides in part: 

Upon the indorsement of any of its member banks, with a waiver 
of demand, notice, and protest* by such bank, any federal reserve bank 
may discount notes, drafts, and bills of exchange arising out of actual 
commercial transactions. 

Attention is called to the fact that the waiver of demand, notice, 
and protest by the bank procuring the discount does not release the 
holder of the note or bill discounted from the duty to protest such note 
or bill in order that those indorsers who have not executed such a waiver 
may be held liable. 

If the holder should fail to protest an indorsed note or bill at 
maturity, the federal reserve bank might, in such circumstances, hold 
the member bank liable on account of the waiver executed, but other 
indorsers would be legally released. 

Federal reserve banks are, therefore, cautioned to take all neces- 
sary steps to insure the protest of all maturing notes and bills which 
are in their possession or have been sent for collection through any 
correspondent bank wherever such notes or bills contain any indorse- 
ments not accompanied by a waiver of demand, notice, and protest. To 
insure this the bank or agent presenting any note or bill, held by the 
federal reserve bank, at the place of payment at maturity should be 
instructed, if the same is dishonored, to immediately protest such note 
or bill and to have all necessary notices sent to the indorsers. 
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CIRCULAR NO. 9, SERIES OF 1915 

Washington, January 28, 1915. 

INCREA8E AND DECREASE OF CAPITAL STOCK OF FEDERAL RESERVE BANKS 

Section 5 of the Federal Reserve Act provides that — 
The capital stock of each federal reserve bank shall be divided into 
shares of $100 each. The outstanding capital stock shall be increased 
from time to time as member banks increase their capital stock and 
surplus or as additional banks become members, and may be decreased 
as member banks reduce their capital stock or surplus or cease to be 
members. * * * When the capital stock of any federal reserve 
bank shall have been increased either on account of the increase of cap- 
ital stock of member banks or on account of the increase in the 
number of member banks, the board of directors shall cause to be exe- 
cuted a certificate to the Comptroller of the Currency showing the in- 
crease in capital stock, the amount paid in, and by whom paid. When 
a member bank reduces its capital stock it shall surrender a propor- 
tionate amount of its holdings in the capital of said federal reserve 
bank, and when a member bank voluntarily liquidates it shall surrender 
all of its holdings of the capital stock of said federal reserve bank and 
be released from its stock subscription not previously called. In either 
case the shares surrendered shall be canceled and the member bank shall 
receive in payment therefor, under regulations to be prescribed by the 
Federal Reserve Board, a sum equal to its cash-paid subscriptions on the 
shares surrendered and one-half of one per cent, a month from the 
period of the last dividend, not to exceed the book value thereof, less 
any liability of such member bank to the federal reserve bank. 
Section 6 provides: 

If any member bank shall be declared insolvent and a receiver 
appointed therefor, the stock held by it in said federal reserve bank 
shall be canceled, without impairment of its liability, and all cash-paid 
subscriptions on said stock, with one-half of one per cent, per month 
from the period of last dividend, not to exceed the book value thereof, 
shall be first applied to all debts of the insolvent member bank to the 
federal reserve bank, and the balance, if any, shall be paid to the 
receiver of the insolvent bank. Whenever the capital stock of a federal 
reserve bank is reduced, either on account of a reduction in capital stock 
of any member bank or of the liquidation or insolvency of such bank, 
the board of directors shall cause to be executed a certificate to the 
Comptroller of the Currency showing such reduction of capital stock 
and the amount repaid to such bank. 

Pursuant to these provisions of the statute the accompanying regu- 
lations have been adopted by the Federal Reserve Board. 
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REGULATION G, SERIES OF 1915 

Washington, January 28, 1915. 

INCREA8E OF CAPITAL STOCK OF FEDERAL RESERVE BANKS 

Whenever the capital stock of any federal reserve bank shall be 
increased by new banks becoming members, or by the increase of 
capital or surplus of any member bank and the allotment of additional 
capital stock to such bank, the board of directors of such federal reserve 
bank shall certify such increase to the Comptroller of the Currency on 
Form 58, attached to and made a part of this regulation. 

DECREA8E OF CAPITAL 8TOCK OF FEDERAL RE8ERVE BANK8 

I. Whenever a member bank reduces its capital stock or sur- 
plus, and, in tfie case of reduction of its capital, such reduction has 
been approved by the Federal Reserve Board in accordance with 
the provisions of section 2 of the Federal Reserve Act, it shall file with 
the federal reserve bank of which it is a member an application on Form 
60, attached to and made a part of this regulation. When this applica- 
tion has been approved; the federal reserve bank shall take up and can- 
cel the receipt issued to such bank for cash payments made on its sub- 
scription and shall issue in lieu thereof a new receipt after refunding to 
the member bank the proportionate amount due such bank on account of 
the subscription canceled. The receipt so issued shall show the date of 
original issue, so that dividends may be calculated thereon. 

II. Whenever a member bank shall be declared insolvent and a re- 
ceiver appointed by the proper authorities, the federal reserve bank, 
upon being satisfied by copy of the commission issued by. the Comptrol- 
ler of the Currency or order of court appointing such receiver, of his 
right to act as such, shall adjust accounts between such receiver and such 
federal reserve bank by applying to the indebtedness due by the failed 
bank any cash payments made by it on its stock subscription or accrued 
dividends thereon, and by paying to such receiver any balance that may 
be due after making such deductions, taking up and cancelling the re- 
ceipts for such cash payments. 

III. In case of voluntary liquidation of a member bank, the fed- 
eral reserve bank shall require copies of all necessary resolutions of the 
board of directors and stockholders and such other papers as may be 
necessary to establish the right of the liquidating agent to receive and 
receipt for balances due the liquidating bank, and shall adjust with such 
liquidating bank the accounts between it and the federal reserve bank 
by applying the cash-paid subscriptions and accrued dividend* to any in- 
debtedness due to said federal reserve bank, and shall take up and cancel 
any receipts issued for such payments, paying to the liquidating agent 
all balance due such bank. 

IV. Whenever the stock of a federal reserve bank shall be reduced 
in the manner provided in Paragraphs I., II., or III. of this regulation 



288 THE FEDERAL RESERVE ACT 

CIRCULAR NO. 9, SERIES OF 1915 

Washington, January 28, 1916. 

INCREA8B AND DECREASE OF CAPITAL STOCK OF FEDERAL RE8ERVE BANKS 

Section 5 of the Federal Reserve Act provides that — 
The capital stock of each federal reserve bank shall be divided into 
shares of $100 each. The outstanding capital stock shall be increased 
from time to time as member banks increase their capital stock and 
surplus or as additional banks become members, and may be decreased 
as member banks reduce their capital stock or surplus or cease to be 
members. * * * When the capital stock of any federal reserve 
bank shall have been increased either on account of the increase of cap- 
ital stock of member banks or on account of the increase in the 
number of member banks, the board of directors shall cause to be exe- 
cuted a certificate to the Comptroller of the Currency showing the in- 
crease in capital stock, the amount paid in, and by whom paid. When 
a member bank reduces its capital stock it shall surrender a propor- 
tionate amount of its holdings in the capital of said federal reserve 
bank, and when a member bank voluntarily liquidates it shall surrender 
all of its holdings of the capital stock of said federal reserve bank and 
be released from its stock subscription not previously called. In either 
case the shares surrendered shall be canceled and the member bank shall 
receive in payment therefor, under regulations to be prescribed by the 
Federal Reserve Board, a sum equal to its cash-paid subscriptions on the 
shares surrendered and one-half of one per cent, a month from the 
period of the last dividend, not to exceed the book value thereof, less 
any liability of such member bank to the federal reserve bank. 
Section 6 provides: 

If any member bank shall be declared insolvent and a receiver 
appointed therefor, the stock held by it in said federal reserve bank 
shall be canceled, without impairment of its liability, and all cash-paid 
subscriptions on said stock, with one-half of one per cent, per month 
from the period of last dividend, not to exceed the book value thereof, 
shall be first applied to all debts of the insolvent member bank to the 
federal reserve bank, and the balance, if any, shall be paid to the 
receiver of the insolvent bank. Whenever the capital stock of a federal 
reserve bank is reduced, either on account of a reduction in capital stock 
of any member bank or of the liquidation or insolvency of such bank, 
the board of directors shall cause to be executed a certificate to the 
Comptroller of the Currency showing such reduction of capital stock 
and the amount repaid to such bank. 

Pursuant to these provisions of the statute the accompanying regu- 
lations have been adopted by the Federal Reserve Board. 
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REGULATION G, SERIES OF 1915 

Washington, January 28, 1916. 

INCREASE OF CAPITAL STOCK OF FEDERAL RE8EHVK BANKS 

Whenever the capital stock of any federal reserve bank shall be 
increased by new banks becoming members, or by the increase of 
capital or surplus of any member bank and the allotment of additional 
capital stock to such bank, the board of directors of such federal reserve 
bank shall certify such increase to the Comptroller of the Currency on 
Form 58, attached to and made a part of this regulation. 

DECREA8E OF CAPITAL STOCK OF FEDERAL RE8ERVE BANKS 

I. Whenever a member bank reduces its capital stock or sur- 
plus, and, in tfie case of reduction of its capital, such reduction has 
been approved by the Federal Reserve Board in accordance with 
the provisions of section 2 of the Federal Reserve Act, it shall file with 
the federal reserve bank of which it is a member an application on Form 
60, attached to and made a part of this regulation. When this applica- 
tion has been approved; the federal reserve bank shall take up and can- 
cel the receipt issued to such bank for cash payments made on its sub- 
scription and shall issue in lieu thereof a new receipt after refunding to 
the member bank the proportionate amount due such bank on account of 
the subscription canceled. The receipt so issued shall show the date of 
original issue, so that dividends may be calculated thereon. 

II. Whenever a member bank shall be declared insolvent and a re- 
ceiver appointed by the proper authorities, the federal reserve bank, 
upon being satisfied by copy of the commission issued by. the Comptrol- 
ler of the Currency or order of court appointing such receiver, of his 
right to act as such, shall adjust accounts between such receiver and such 
federal reserve bank by applying to the indebtedness due by the failed 
bank any cash payments made by it on its stock subscription or accrued 
dividends thereon, and by paying to such receiver any balance that may 
be due after making such deductions, taking up and cancelling the re- 
ceipts for such cash payments. 

III. In case of voluntary liquidation of a member bank, the fed- 
eral reserve bank shall require copies of all necessary resolutions of the 
board of directors and stockholders and such other papers as may be 
necessary to establish the right of the liquidating agent to receive and 
receipt for balances due the liquidating bank, and shall adjust with such 
liquidating bank the accounts between it and the federal reserve bank 
by applying the cash-paid subscriptions and accrued dividends to any in- 
debtedness due to said federal reserve bank, and shall take up and cancel 
any receipts issued for such payments, paying to the liquidating agent 
all balance due such bank. 

IV. Whenever the stock of a federal reserve bank shall be reduced 
in the manner provided in Paragraphs I., II., or III. of this regulation 
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the board of directors of such federal reserve bank shall, in accordance 
with the provisions of section 6, file with the Comptroller of the Cur- 
rency a certificate of such reduction on Form 59, hereto attached and 
made a part of this regulation. 

CIRCULAR NO. 10, SERIES OF 1915 

Washington, February 16, 1916. 

NATIONAL BANKS AS EXECUTORS AND TBU8TEE8 

The Federal Reserve Board is empowered by paragraph k of section 
11 of the Federal Reserve Act to grant by special permit to National 
banks the right to act as trustee, executor, administrator, or registrar of 
stocks and bonds where the exercise of such powers is not in contraven- 
tion of State laws. In the exercise of such power, the board issues here- 
with Regulation H covering such special permits. 

The board will from time to time modify and supplement its regu- 
lations on this subject as experience may dictate. 

REGULATION H, SERIES OF 1915 

Washington, February 16, 1916. 

NATIONAL BANKS AS EXECUTORS AND TRU8TEE8 

I. Statutory provisions 

The Federal Reserve Act provides: 

Sec. 11. The Federal Reserve Board shall be authorized and em- 
powered — 

(h) To grant by special permit to National banks applying there- 
for, when not in contravention of State or local law, the right to act as 
trustee, executor, administrator, or registrar of stocks and bonds, under 
such rules and regulations as the said board may prescribe. 

II. Applications 

1. A National bank desiring to exercise any or all of the privileges 
authorized by section 11, subsection (k), of the Federal Reserve Act, 
shall make application to the Federal Reserve Board on a form ap- 
proved by said board (Form No. 61). Such application shall be for- 
warded by the applying bank to the chairman of the board of directors 
of the federal reserve bank of its district, and shall thereupon be trans- 
mitted to the Federal Reserve Board with his recommendations. 

2. There shall he attached to each application a statement of the 
character and extent of the privileges which the applying bank desires 
to exercise under the following headings: 

(a) Trustee of personal trusts. 

(b) Trustee of corporate trusts. 

(c) Administrator of personal estates. 
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(d) Executor of wills. 

(e) Registrar of stocks. 

(f) Registrar of bonds. 

8. Each applicant shall, upon request, furnish copies of the laws 
of the State in which it is located bearing upon the exercise of such 
powers in force at the time application is made. 

• • 

III. Separate departments 

Every National bank permitted to act under this section shall estab- 
lish a separate trust department, and shall place such department under 
the management of an officer or officers, whose duties shall be prescribed 
by the board of directors of the bank. 

IV. Provision for keeping trust funds 

The funds, securities and investments held in each trust shall be held 
separate and distinct from the general funds and securities of the bank, 
and separate and distinct one from another. The ledgers and other 
books kept for the trust department shall be entirely separate and apart 
from the other books and records of the bank. 

V. Examinations 

Examiners appointed by the Comptroller of the Currency* or desig- 
nated by the Federal Reserve Board will hereafter be instructed to 
make thorough and complete audits of the cash, securities, accounts, and 
investments of the trust department of every bank at the same time that 
examination is made of the banking department. 

VI. Conformity with State laws 

Nothing in these regulations shall be construed to give to a National 
bank doing business as trustee, executor, administrator, or registrar of 
stocks and bonds under section 11 (ft) of the Federal Reserve Act any 
rights or privileges in contravention of the laws of the State in which 
the bank is located. 

VII. Revocation of permits 

The Federal Reserve Board reserves the right to revoke permits 
granted under these regulations in any case where in the opinion of the 
board a bank has willfully violated the provisions of these regulations or 
the laws of any State relating to the operations of such bank when act- 
ing as trustee, executor, administrator, or registrar of stocks and bonds. 

VIII. Changes in rules. 

These , regulations are subject to change by the Federal Reserve 
Board; provided, however, that no such change shall prejudice obliga- 
tions undertaken in good faith under regulations in effect at the time the 
obligation was assumed. 
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REGULATION I, SERIES OF 1915 
(Superseding Regulation No. 9 of Dec. 31, 1914.) 

Washington, February 10, 1915. 

LOANS ON FARM LANDS 

Section 24 of the Federal Reserve Act provides that — 
Any National banking association not situated in a central reserve 
city may make loans secured by improved and unencumbered farm land, 
situated within its federal reserve district, but no such loan shall be 
made for a longer time than five years, nor for an amount exceeding 
fifty per cent, of the actual value of the property offered as security. 
Any such bank may make such loans in an aggregate sum equal to 
twenty-five per cent, of its capital and surplus or to one-third of its time 
deposits, and such banks may continue hereafter as heretofore to receive 
time deposits and to pay interest on the same. 

National banks not located in central reserve cities may, therefore, 
now legally make loans secured by mortgages on real estate within the 
following limitations: 

1. The real estate security must be farm land. 

2. It must be improved. 

8. There must be no prior lien; in other words, the lending bank 
must hold an absolute first mortgage or deed of trust. 

4. The property must be located in the same federal reserve dis- 
trict as the bank making the loan. 

5. The amount of the loan must not exceed fifty per cent, of the 
actual value of the property upon which it is secured. 

6. The loan must be for a period not longer than Ave years. 

7. The maximum amount of loans which a National bank may make 
on real estate under the terms of the act shall be limited to an amount 
not in excess of one-third of its time deposits at the time of the making 
of the loan and not in excess of one-third of its average time deposits 
during the preceding calendar year; provided, however, that if one-third 
of such time deposits as of the date of making the loan, or one-third of 
the average time deposits for the preceding calendar year, shall have 
amounted to less than one-fourth of the capital and surplus of the bank 
as of the date indicated, in such event the bank shall have authority to 
make loans upon real estate under the terms of the act to the extent of 
one-fourth of the bank's capital and surplus as of the date of making 
the loan. 

In order that real estate loans held by a bank may be readily classi- 
fied, a statement signed by the officers making a loan and having knowl- 
edge of the facts upon which it is based must be attached to each note 
secured by a first mortgage on improved farm land, certifying in detail 
as of the date of the loan that all the requirements of law have been 
dulv observed. 
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The board calls attention to the closing paragraph of section 24 of 
the act which provides that — 

The Federal Reserve Board shall have power from time to time to 
add to the list of cities in which National banks shall not be permitted 
to make loans secured upon real estate in the manner described in this 
section — 

and gives notice that the foregoing regulations are subject to the au- 
thority of the board to revise the list of cities in which National banks 
shall not be permitted to make real estate loans in the manner above 
provided. 

Bankers' Acceptances 

The Federal Reserve Board prepared this new circular, 
dealing with bankers' acceptances, to take the place of cir- 
cular No. 5, series of 1915. This was necessary because the 
Federal Reserve Act, as amended, provides that member 
banks may accept an amount up to 100 per cent, of their 
unimpaired capital stock and surplus. The new circular, 
known as No. 11, while it supersedes, does not change cir- 
cular No. 5, excepting only by omitting the provision of the 
act which limited the amount of acceptances which may be 
taken with the endorsement of member banks to 50 per 
cent, of their paid-in capital and surplus. 

CIRCULAR NO. 11, SERIES OF 1915 
(Supersedes Circular No. 5 of 1915.) 

Washington, April 2, 1916. 



bankers' acceptances 



An amendment of the Federal Reserve Act, approved March 8, 1915, 
made an alteration in paragraphs 8 and 5 of section 18, which are quoted 
at length in Circular No. 12. 

This amendment granting the right to federal reserve banks to dis- 
count acceptances of member banks based upon importation or exporta- 
tion of goods beyond fifty per cent, up to one hundred per cent, of their 
unimpaired capital stock and surplus, with the authority of the Federal 
Reserve Board, has made it necessary to issue a new regulation on the 
subject of Bankers' Acceptances. The Federal Reserve Board, there- 
fore, issues this circular which is a reprint of and is to supersede Circu- 
lar No. 5, series of 1915. A new regulation is hereto appended which 
is to supersede Regulation D, series of 1915, and which contains some 
alterations that experience has proved desirable. 
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"Acceptances" are dealt with in the Federal Reserve Act in two 
ferent sections — sections 18 and 14. Section 18 deals with the "accept- 
ance" as one of the forms of paper in the discount of which federal re- 
serve banks may engage, restricting the discount of acceptances to such 
as bear the indorsement of a member bank. Section 14 invests the fed- 
eral reserve banks, under regulations to be prepared by the Federal Re- 
serve Board, with power to engage in open-market operations, of which 
the "banker's acceptance" is one of the most important. 

Careful study has led the Federal Reserve Board to the conclusion 
that, at any rate in the first stages, so far as practicable, priority should 
be given to operations under section 18. The acceptance is still in its 
infancy in the field of American banking. How rapid its development 
will be cannot be foretold; but the development itself is certain. Op- 
portunity is given by the Federal Reserve Act to assist the movement in 
this new direction; the present regulations are to be regarded as a first 
step and will be extended as circumstances and a reasonable regard for 
the other uses and needs of the credit facilities of the Federal reserve 
system may warrant. 

It is believed that it would unduly restrict the development of the 
acceptance business to keep it altogether confined within the provisions 
of section 18, which require that acceptances, in order to be eligible for 
rediscount at a federal reserve bank, must bear the indorsement of a 
member bank. Having found it necessary to extend the scope of deal- 
ings in acceptances beyond these limits, the board has exercised the au- 
thority conferred upon it by section 14, and has formulated regulations 
covering the purchase of acceptances without invariably requiring the 
indorsement of a member bank. 

The acceptance is the standard form of paper in the world discount 
market and both on this account and because of its acknowledged 
liquidity universally commands a preferential rate. By reason of its be- 
ing readily marketable it is widely regarded as a most desirable paper in 
the secondary reserves of banks and will help to provide an effective 
substitute for the "call loan." Its growth, however, will depend upon 
the ability of the American market to adjust its rates effectively to those 
prevailing in other markets for paper of this class. 

Recognizing these facts, the Federal Reserve Board has determined 
to allow the federal reserve banks latitude in fixing rates for accept- 
ances; federal reserve banks may, from time to time, submit for the ap- 
proval of the board maximum and minimum rates within which they de- 
sire to be authorized to deal in acceptances; within such limits and sub- 
ject to such modifications as may be imposed by the board, federal re- 
serve banks will be allowed to establish the rates at which they deal in 
acceptances. 

The board believes it to be in accordance with the spirit of the act to 
accord preferential treatment to acceptances bearing the indorsement of 
member banks, offered for rediscount under section 18 — even to the point 
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of allowing lower rates for such acceptances, inasmuch as, under the 
terms of this section, such acceptances are available as collateral against 
the issue of federal reserve notes, and the board will sanction a slight 
preferential in favor of acceptances bearing the indorsement of member 
banks. 

When acceptances bearing the indorsement of member banks are not 
obtainable in adequate amount or upon satisfactory terms, federal re- 
serve banks desiring to purchase acceptances should restrict themselves, 
as far as possible, to such acceptances as bear some other responsible 
signature (other than that of the drawer and the acceptor), and pref- 
erably that of a bank or banker. 

REGULATION J, SERIES OF 1915 
(Superseding Regulation D of 1915.) 

Washington, April 2, 1916. 

bankers' acceptances 

I. Definition 

In this regulation the term "acceptance" is denned as a draft or bill 
of exchange drawn to order, having a definite maturity, and payable in 
dollars, in the United States, the obligation to pay which has been ac- 
cepted by an acknowledgment written or stamped and signed across the 
face of the instrument by the party on whom it is drawn; such agree- 
ment to be to the effect that the acceptor will pay at maturity according 
to the tenor of such draft or bill without qualifying conditions. 

II. Statutory requirements under sections IS and H 

Section 18 of the Federal Reserve Act as amended provides that — 

(a) Any federal reserve bank may discount acceptances — 

(1) Which are based on the importation or exportation of goods; 

(2) Which have a maturity at time of discount of not more than 
three months; and 

(8) Which are indorsed by at least one member bank. 

(b) The amount of acceptances so discounted shall at no time ex- 
ceed one-half the paid-up capital stock and surplus of the bank for 
which the rediscounts are made, except by authority of the Federal Re- 
serve Board and of such general regulations as said board may pre- 
scribe, but not to exceed the capital stock and surplus of such bank. 

(c) The aggregate of notes and bills bearing the signature or in- 
dorsement of any one person, company, firm, or corporation rediscounted 
for any one bank shall at no time exceed 10 per cent, of the unimpaired 
capital and surplus of said bank; but this restriction shall not apply to 
the discount of bills of exchange drawn in good faith against actually 
existing values. 

Section 14 of the Federal Reserve Act permits federal reserve banks, 
under regulations to be prescribed by the Federal Reserve Board, to pur- 
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chase and sell in the open market bankers' acceptances, with or without 
the indorsement of a member bank. 

III. Ruling 

The Federal Reserve Board, exercising its power of regulation with 
reference to Paragraph II. (6) hereof, rules as follows: 

Any federal reserve bank shall be permitted to discount for any 
member bank "bankers' acceptances" as hereinafter denned up to an 
amount not to exceed the capital stock and surplus of the bank for which 
the rediscounts are made. 

IV. Eligibility 

The Federal Reserve Board has determined that, until further order, 
to be eligible for discount under section 18, by federal reserve banks, at 
the rates to be established for bankers' acceptances: 

(a) Acceptances must comply with the provisions of Paragraph II. 
(a), (6), (c) hereof; 

(b) Acceptances must have been made by a member bank, non- 
member bank, trust company, or by some private banking firm, person, 
company, or corporation engaged in the business of accepting or dis- 
counting. Such acceptances will hereafter be referred to as "bankers 9 " 
acceptances j 1 

(c) A banker's acceptance must be drawn by a commercial, indus- 
trial, or agricultural concern (that is, some person, firm, company, or 
corporation) directly connected with the importation or exportation of 
the goods involved in the transaction in which the acceptance originated, 
or by a "banker." In the latter case the goods, the importation or ex- 
portation of which is to be financed by the acceptance, must be clearly 
specified in the agreement with or the letter of advice to the acceptor. 
The bill must not be drawn or renewed after the goods have been sur- 
rendered to the purchaser or consignee. 

(d) A banker's acceptance must bear on its face or be accompanied 
by evidence in form satisfactory to a federal reserve bank that it origi- 
nated in an actual bona fide sale or consignment involving the importa- 
tion or exportation of goods. Such evidence may consist of a certificate 
on or accompanying the acceptance to the following effect: 

This acceptance is based upon a transaction involving the importation or 
exportation of goods. Reference No. . Name of acceptor . 

(e) Banker's acceptances, other than those of member banks, shall 
be eligible only after the acceptors shall have agreed in writing to fur- 
nish to the federal reserve banks of their respective districts, upon re- 
quest, information concerning the nature of the transactions against 
which acceptances (certified or bearing evidence under IV. (d) hereof) 
have been made. 



i Drafts and bills of exchange eligible for rediscount under Sec. 13, other 
than "bankers'" acceptances, have been dealt with by Regulation B, series of 

XsrlO. 
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(f) A bill of exchange accepted by a "banker" may be considered 
as drawn in good faith against "actually existing values/' under II. (c) 
hereof, when the acceptor is secured by a lien on or by transfer of title 
to the goods to be transported; or, in case of release of the goods be- 
fore payment of the acceptance, by the substitution of other adequate 
security; 

(g) Except in so far as they may be secured by a lien on or by 
transfer of the title to the goods to be transported, as under (f), the 
bills of any person, firm, company, or corporation, drawn on and ac- 
cepted by any private banking firm, person, company, or .corporation 
(other than a bank or trust company) engaged in the business of dis- 
counting and accepting, and discounted by a federal reserve bank, shall 
at no / time exceed in the aggregate a sum equal to five per cent, of the 
paid-in capital of such federal reserve bank; 

(h) The aggregate of acceptances of any private banking firm, 
person, company, or corporation (other than a bank or trust company) 
engaged in the business of discounting or accepting, discounted or pur- 
chased by a federal reserve bank, shall at no time exceed a sum equal to 
twenty-five per cent, of the paid-in capital of such federal reserve bank. 

To be eligible for purchase by federal reserve banks under section 
14, bankers' acceptances must comply with all requirements and be sub- 
ject to all limitations hereinbefore stated, except that they need not be 
indorsed by a member bank: Provided, however, That no federal reserve 
bank shall purchase the acceptance of a "banker" other than a member 
bank which does not bear the indorsement of a member bank, unless a 
federal reserve bank has first secured a satisfactory statement of the 
financial condition of the acceptor in form to be approved by the Fed- 
eral Reserve Board. 

V. Policy as to purchases 

While it would appear impracticable to fix a maximum sum or per- 
centage up to which federal reserve banks may invest in bankers' ac- 
ceptances, both under section 18 and section 14, it will be necessary to 
watch carefully the aggregate amount to be held from time to time. In 
framing their policy with respect to transactions in acceptances, federal 
reserve banks will have to consider not only the local demands to be ex- 
pected from their own members, but also requirements to be met in other 
districts. The plan to be followed must in each case adapt itself to the 
constantly varying needs of the country. 

CIRCULAR NO. 12, SERIES OF 1915 

Washington, April 2, 1915. 

ACCEPTANCE BY MEMBER BANKS 

By act of Congress approved March 8, 1915, section 18 (pars. 8, 4, 
ind 5 of the Federal Reserve Act) was amended and reenacted so as to 
read as follows: 
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Any federal reserve bank may discount acceptances which are baaed 
on the importation or exportation of goods and which have a maturity at 
time of discount of not more than three months and indorsed by at least 
one member bank. The amount of acceptances so discounted shall at no 
time exceed one-half the paid-up and unimpaired capital stock and sur- 
plus of the bank for which the rediscounts are made, except by author- 
ity of the Federal Reserve Board, under such general regulations as said 
board may prescribe, but not to exceed the capital stock and surplus of 
such bank. 

The aggregate of such notes and bills bearing the signature or in- 
dorsement of any one person, company, firm, or corporation rediscount- 
ed for any one bank shall at no time exceed ten per cent, of the unim- 
paired capital and surplus of said bank; but this restriction shall not 
apply to the discount of bills of exchange drawn in good faith against 
actually existing values. 

Any member bank may accept drafts or bills of exchange drawn 
upon it and growing out of transactions involving the importation or ex- 
portation of goods having not more than six months' sight to run; but 
no bank shall accept such bills to an amount equal at any time in the 
aggregate to more than one-half of its paid-up and unimpaired capital 
stock and surplus, except by authority of the Federal Reserve Board, 
under such general regulations as said board may prescribe, but not to 
exceed the capital stock and surplus of such bank, and such regulations 
shall apply to all banks alike, regardless of the amount of capital stock 
and surplus. 

In order to give effect to the above amendment of the law, the Fed- 
eral Reserve Board issues the appended Regulation K, series of 1915, 
stating the conditions under which member banks may accept, up to one 
hundred per cent, of their capital and surplus, drafts or bills of ex- 
change growing out of transactions involving the importation or exporta- 
tion of goods and having not more than six months' sight to run. 

REGULATION K, SERIES OF 1915 

Washington, April 2, 1915. 

ACCEPTANCE BY MEMBER BANK8 

Any member bank may accept drafts or bills of exchange drawn 
upon it having not more than six months' sight to run and growing out 
of transactions involving the importation or exportation of goods up to 
an amount not exceeding the capital and surplus of such bank, provided 
that— 

(1) Every such bank shall possess an unimpaired surplus of not 
less than twenty per cent, of its paid-in capital. 

(2) Every such bank shall file formal application with the federal 
reserve bank of its district, which shall report to the Federal Reserve 
Board upon the standing of such applicant, stating also whether the 
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business and banking conditions prevailing in the district warrant the 
granting of such applications in said district. 

(8) Every such application shall first have been approved by the 
Federal Reserve Board. 

Approval of any such application may be rescinded and modifica- 
tions of this regulation may be made by the Federal Reserve Board 
upon notice of ninety days to the bank or banks thereby affected. 

CIRCULAR NO. 18, SERIES OF 1915 

Washington, May 8, 1915. 

CLEARINGS BETWEEN FEDERAL RE8ERVE BANKS 

Section 16 of the Federal Reserve Act authorizes the Federal Re- 
serve Board, at its discretion, to exercise the functions of a clearing 
house for the federal reserve banks. 

Pursuant to the authority of this section the Federal Reserve Board 
has devised a plan for the establishment of a gold fund for the weekly 
settlement of balances arising out of transactions among the twelve fed- 
eral reserve banks, to be operated under the direction of the Federal Re- 
serve Board with the cooperation of the Treasury Department. 

The regulation governing the establishment and operation of this 
fund is issued herewith. 

REGULATION L, SERIES OF 1915 

Washington, May 8, 1916. 

CLEARINGS BETWEEN FEDERAL RE8ERVE BANK8 

I. Statutory provision* under section 16 

"The Federal Reserve Board shall make and promulgate from time 
to time regulations governing the transfer of funds and charges therefor 
among federal reserve banks and their branches, and may at its discre- 
tion exercise the functions of a clearing house for such federal reserve 
banks, or may designate a federal reserve bank to exercise such functions, 
and may also require each such bank to exercise the functions of a clear- 
ing house for its member banks." 

II. General provisions 

In the exercise of the functions of the clearing house authorized un- 
der the provisions of section 16, quoted above, the Federal Reserve 
Board and the federal reserve banks will be governed by and subject to 
the following regulations and the Federal Reserve Board will be the cus- 
todian of the funds hereinafter termed the "gold settlement fund." The 
board will appoint a settling agent, who shall keep the necessary records 
and accounts. 
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III. Deposits in the gold settlement fund 

(a) Each federal reserve bank shall, not later than May 24, 1915, 
forward to the Treasury or the nearest sub-treasury, for credit to the 
account of the gold settlement fund, $1,000,000 in gold, gold certificates, 
or gold order certificates, and, in addition, an amount at least equal to its 
net indebtedness due to all federal reserve banks. 

(b) The Treasurer of the United States or Assistant Treasurer 
will, in accordance with arrangements made with the Treasury Depart- 
ment, advise the Federal Reserve Board, by mail or telegraph, of the 
receipt of all funds deposited on account of the gold settlement fund, 
and the Treasurer will issue and deliver to the Federal Reserve Board 
gold order certificates made "payable to the order of the Federal Re- 
serve Board" covering the sum so deposited. 

(c) Each federal reserve bank shall maintain a balance in the gold 
settlement fund of not less than $1,000,000. 

(d) Excess balances may, at the convenience of each federal re- 
serve bank, remain deposited with the gold settlement fund. 

IV. Custody of funds 

(a) A safe in the Treasury vault will be set apart for the exclu- 
sive use of the Federal Reserve Board. 

(b) To open the Treasury vault, the presence of two persons des- 
ignated by the Secretary of the Treasury is required. The combination 
of the safe set apart for the use of the board will be controlled by two 
persons designated by the board. 

(c) A vault record shall be kept, giving a memorandum of all en- 
trances to the safe, by whom made, for what purpose, and the certifi- 
cates deposited or withdrawn. Each entry on the vault record book shall 
be signed by the persons having access to the safe. 

V. Accounts 

In its relations with other federal reserve banks each federal re- 
serve bank shall keep an account showing balances "due to" other fed- 
eral reserve banks representing the proceeds of items which it has ac- 
tually collected, and payments and transfers which have been made to it 
for the account of such other federal reserve banks; and an account 
showing balances "due from" other federal reserve banks representing 
the proceeds of items which it has sent to such other federal reserve 
banks, and payments and transfers which have been made to such other 
federal reserve banks for its account. 

VI. Procedure 

(a) At the close of business each Wednesday night, each federal 
reserve bank shall telegraph to the Federal Reserve Board, containing 
such telegram by mail, the amounts in even thousands due to each other 
federal reserve bank as of that date, as indicated by its "due to" ac- 
count provided for in Rule V. If Wednesday is a holiday in the State 
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in which a federal reserve bank is located, then such bank shall tele* 
graph as herein provided on Tuesday, at the close of business. 

(b) The settling agent shall, on each Thursday, make the proper 
debits and credits in the accounts of each federal reserve bank with the 
gold settlement fund, and shall telegraph to each bank the amounts, in 
even thousands, of credits to its settlement account, giving the name of 
each federal reserve bank from which each of its credits was received 
and also its net debit or credit balance in the weekly settlement. 

(c) Each federal reserve bank shall, on receipt of the telegram 
from the settling agent, debit the "due to" federal reserve banks' ac- 
counts, and shall credit the gold settlement fund; and shall credit the 
"due from" federal reserve banks' accounts and charge the gold settle- 
ment fund. The difference between the total debits and credits shall 
equal the net debit or credit to the gold settlement fund, as advised in 
the telegram from the settling agent. 

VII. Deficits 

(a) Should the debit settlement balance of any federal reserve 
bank be in excess of the amount of its credit in the gold settlement fund, 
such deficit must be immediately covered either by the deposit of gold, 
gold certificates, or gold order certificates in the Treasury or nearest 
sub-treasury, or by credit operations with other federal reserve banks 
which have an excess balance with the gold settlement fund. Any delay 
in covering such deficit shall be subject to such charge as the Federal 
Reserve Board may impose. 

(b) As required in III. (c) of this regulation, each federal reserve 
bank shall maintain a balance in the gold settlement fund of not less 
than $1,000,000. Should the credit balance of any federal reserve bank 
in such fund fall below $1,000,000, such bank shall restore its balance 
to that amount in either manner indicated under VII. (a) of this regu- 
lation on or before Tuesday of the following week. 

VIII. Excess balances 

Any excess balance shall, on request, either by telegraph or letter, 
of the federal reserve bank to which it is due, be refunded by the return 
to the reserve bank of the gold order certificates held by the gold settle- 
ment fund, properly indorsed, or by the indorsement and delivery to the 
Treasurer of a like amount of such certificates, for which he will give in 
exchange bearer gold certificates, which the Federal Reserve Board may 
send by registered mail, insured, to the banks, if they want funds other 
than gold order certificates, or in lieu of such payment, the Treasurer may 
by wire or mail direct payment to be made by a sub-treasury office through 
the medium of the general account, provided funds are held in such of* 
fice available for the purpose. Gold order certificates will, when pre- 
sented at the office of the Treasurer of the United States or any sub- 
treasury, bearing the signatures of duly authorized officers of the federal 
reserve bank, be payable in gold or gold certificates. If the Treasury 
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finds it necessary to ship from one point to another in order to have the 
gold or gold certificates available at the sub-treasury to which such gold 
order certificates are presented, the Federal Reserve Board will, for the 
account of the gold settlement fund, refund any expense incurred by 
the Treasury in making such shipments. 

IX. Reserve 

Each federal reserve bank shall count as a part of its legal reserve 
the funds standing to the credit of its account on the books of the gold 
settlement fund. 

X. Expense* 

Cost of operation of and shipment of currency by the gold settle- 
ment fund shall be apportioned by a semi-annual accounting among the 
twelve federal reserve banks on a basis to be hereafter determined by 
the board after consultation with the federal reserve banks. 

XJ. Audit. 

At least once in each three months an audit shall be made of the 
gold settlement fund by a representative of the Federal Reserve Board 
and a representative appointed by the federal reserve banks. 

XII. 

The Federal Reserve Board reserves the right to add to, alter, or 
amend these regulations. 

CIRCULAR NO. 14, SERIES OF 1915 

Washington, June 7, 1916. 

A unified banking system, embracing in its membership the well- 
managed banks of the country, small and large, State and National, is 
the aim of the Federal Reserve Act. There can be but one American 
credit system of nation-wide extent, and it will fall short of satisfying 
the business judgment and expectation of the country and fail of attain- 
ing its full potentialities if it rests upon an incomplete foundation and 
leaves out of its membership any considerable part of the banking 
strength of the country. The way must therefore be opened for State 
banking institutions to contribute their share to the capital and resources 
of the federal reserve banks, in harmony with the intent of the Federal 
Reserve Act and in accordance with its provisions. State banks, trust 
companies, and National banks have their distinctive characters and 
places in the American banking organization, and these should be re- 
spected in coordinating them in the Federal Reserve System. The prob- 
lem presented is to find a basis upon which these different types of bank- 
ing institutions may thus be associated which shall be fair to each and 
which will not require greater uniformity of operation than may be 
necessary to the attainment of the purposes of the Federal Reserve Act. 

Appreciating fully that the strength of the Federal Reserve System 
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is to be measured by the quality and character of its members, rather 
than by their number, the Federal Reserve Board is prepared to use the 
broad discretionary power vested in it by the Federal Reserve Act to 
bring about this coordination on the basis of equity and practicability. 
The board has sought, in the regulations governing the admission of 
State banks and trust companies hereto appended, first, to establish only 
such reasonable standards of admission as will be generally recognized 
as necessary to protect the Federal Reserve System and the National 
banks, whose membership in the system is obligatory, against the admis- 
sion of any bank which would be a source of weakness rather than of 
strength, and, second, to prescribe such regulations governing their con- 
duct as will insure a reasonable conformity to fundamental principles 
deemed essential to the success of the new banking system. 

Membership in the Federal Reserve System carries with it privileges 
and guaranties of great value, not only to the banks themselves, but to 
their customers as well. It may be confidently expected that with the 
further development of the system and the fuller appreciation by the 
public of its meaning and 'value, membership will come to be regarded 
as evidence of banking solidity, and that the access afforded by member- 
ship to the facilities and resources of the system will add to the prestige 
of even the strongest institutions; so that in time the public will recog- 
nize in the new banking organization which is in process of realization 
two principal classes of banks — those which belong to the Federal Re- 
serve System and those which do not, or "Member Banks" and "Non- 
member Banks." 

The board realizes, however, that membership also carries with it of 
necessity obligations as well as privileges. The Federal Reserve Act im- 
poses certain fundamental conditions governing the membership of State 
banks in the Federal Reserve System, and prescribes that banks not or- 
ganized under federal law must comply with the capital and reserve re- 
quirements relating to National banks, and must conform to the pro- 
visions of law imposed upon National banks respecting the limitation of 
liability which may be incurred by any person, firm, or corporation to 
such banks, the prohibition against purchases of or loans upon stocks of 
such banks, the withdrawal or impairment of capital, and the payment 
of unearned dividends, and must conform to other provisions of the Fed- 
eral Reserve Act applicable to member banks, such as restrictions on the 
amount of acceptances by such banks and on transactions between 
such banks and their directors, and to such rules as the Federal Reserve 
Board may prescribe. 

With respect to loans on real estate or mortgages, the board is not 
disposed to assume as a matter of principle either the authority or the 
duty to impose restrictions of a character calculated to embarrass prop- 
erly conducted State banks in applying for membership, or to impair 
their usefulness in a well-defined field of banking. It has endeavored in 
the regulations merely to provide a reasonable limitation, so that loans 
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or investments of this character shall not be so excessive in amount as to 
impair the liquid condition of a bank. 

Within the limits thus described, it will be the policy of the board to 
determine the eligibility of State banks for membership in the Federal 
Reserve System by means of examination. Since admission to the sys- 
tem will be looked upon as an evidence of the bank's strength, examina- 
tions for admission must disclose clearly the condition of an applying 
bank and the character of its management. These examinations must, 
therefore, be thorough and effective, and be under the direction of the 
Federal Reserve Board, but the board will endeavor to avoid unnecessary 
additional expense to the banks by dispensing with separate and inde- 
pendent examinations so far as practicable and by adopting a method of 
joint or supplementary examination in conjunction with State banking 
authorities. The board plans to draw freely upon the examiners and 
auditors in the employ of the respective reserve banks and to use their 
services for the purpose of thus supplementing examinations conducted 
by the banking departments of the several States. It is hoped, there- 
fore, that in passing upon applications for membership, the board and 
the several federal reserve banks will have the cooperation of State 
banking authorities, so that every qualified applying bank may be ad- 
mitted to membership and all not qualified excluded. 

With respect to the matter of status, there are important differences 
between the membership of National banks and of State banking insti- 
tutions in the federal reserve banks. Membership of National banks is 
not elective, but is prescribed by the law. So long as a bank is a 
National bank it must be a member bank. When it ceases to be a 
member bank it ceases by the same fact to be a National bank, the law 
having provided no method by which a National bank can sever its rela- 
tions with a federal reserve bank except by the process of liquidation. 
All this is set forth in definite terms in the Federal Reserve Act. 

The situation of the State banks is fundamentally different. Na- 
tional banks are member banks as a matter of necessity; State banks 
become member banks as a matter of choice. Membership in a federal 
reserve bank is an incident in the life of a State institution, not an 
essential part of its being; and its continued existence as a State insti- 
tution would not be threatened or interrupted if its membership should 
cease, its status being fixed by the laws of its State, not, as in the case 
of the National banks, by the Federal Reserve Act. The conditions of 
membership of State institutions are, furthermore, prescribed only in 
general terms in the act, the further and final elaboration of them being 
left to the Federal Reserve Board, which is vested with the necessary 
discretionary authority. In view of this discretionary authority, the 
board believes it a duty to define clearly terms and conditions upon 
which State banks and trust companies may withdraw from membership, 
since otherwise those charged with the management of these institutions 
might not feel authorized to enter a system under which by future regu- 
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lation the scope of their operations might be restricted. It is not to be 
expected that much use will be made of the withdrawal privilege; indeed, 
it is the belief of the board that as the system develops membership 
therein will carry with it guaranties of safety and security which will 
be of inestimable value; at the same time it recognizes the responsibili- 
ties of those intrusted with the management of the State institutions and 
has, therefore, in the appended regulation clearly denned the conditions 
upon which any State institution may withdraw from membership. 

REGULATION M, SERIES OF 1915 

Washington, June 7, 1916. 

MEMBKR8HIP OF 8TATE BANKS 

I. Statutory requirements 

Specific provisions of the Federal Reserve Act applicable to State 
banks and trust companies which become member banks are quoted at 
the end of this regulation. 

II. Banks eligible for membership 

A State bank or a trust company to be eligible for membership in a 
federal reserve bank must comply with the following conditions — 

(1) It must have been incorporated under a special or general law 
of the State or district in which it is located. 

(2) It must have a minimum paid-up unimpaired capital stock as 
follows : 

In cities or towns not exceeding 8,000 inhabitants, $25,000; in cities 
or towns exceeding 8,000 but not exceeding 6,000 inhabitants, $50,000; 
in cities or towns exceeding 6,000 but not exceeding 50,000 inhabitants, 
$100,000; in cities exceeding 50,000 inhabitants, $200,000. 

III. Application for membership 

Any eligible State bank or trust company may make application on 
Form 88, made a part of this regulation, to the federal reserve agent 
of its district for an amount of capital stock jn the federal reserve 
bank of such district equal to six per cent, of the paid-up capital stock 
and surplus of such State bank or trust company. 

Upon receipt of such application the federal reserve agent shall 
submit the same to a committee composed of the federal reserve agent, 
the governor of the federal reserve bank, and at least one other member 
of the board of directors of such bank, to be appointed by such board, 
but no Class A director whose bank is in the same city or town as the 
applying bank or trust company shall be a member of such committee. 
This committee shall, after receiving the report of such examination as 
may be required by the federal reserve bank in pursuance of directions 
from the Federal Reserve Board, consider the application and transmit 
it to the Federal Reserve Board with its report and recommendations. 
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IV. Approval of application 

In passing upon an application the Federal Reserve Board will con- 
sider especially — 

(1) The financial condition of the applying bank or trust com- 
pany and the general character of its management. 

(2) Whether the nature of the powers exercised by the said bank 
or trust company and its charter provisions are consistent with the 
proper conduct of the business of banking and with membership in the 
federal reserve bank. 

(8) Whether the laws of the State or district in which the apply- 
ing bank or trust company is located contain provisions likely to inter- 
fere with the proper regulation and supervision of member banks. 

If, in the judgment of the Federal Reserve Board, an applying 
bank or trust company conforms to all the requirements of the Federal 
Reserve Act and these regulations, and is otherwise qualified for mem- 
bership, the board will issue a certificate of approval. Whenever the 
board may deem it necessary, it will impose such conditions as will 
insure compliance with the act and these regulations. When the certifi- 
cate of approval and any conditions contained therein have been accepted 
by the applying bank or trust company, stock in the federal reserve 
bank of the district in which the applying bank or trust company is 
located shall be issued and paid for under the regulations of the Federal 
Reserve Act provided for National banks which become stockholders in 
the federal reserve banks. 

V. Power* and restriction* 

Every State bank or trust company while a member of the Federal 
Reserve System — 

(1) Shall retain its full charter and statutory rights as a State 
bank or trust company, and may continue to exercise the same func- 
tions as before admission, except as provided in the Federal Reserve Act 
and the regulations of the Federal Reserve Board, including any condi- 
tions embodied in the certificate of approval. 

(2) Shall invest only in loans on real estate or mortgages of a 
character and to an extent which, considering the nature of its liabili- 
ties, will not impair its liquid condition. 

(8) Shall adjust, to conform with the requirements of the Federal 
Reserve Act and these regulations, within such reasonable time as may 
be determined by the board in each case, any loans it may have at the 
time of its admission to membership which are secured by its own stock, 
or any loans to one person, firm, or corporation aggregating more than 
ten per cent, of its capital and surplus or more than thirty per cent, of 
its capital, or any real estate loans which, in the judgment of the Fed- 
eral Reserve Board, impair its liquid condition. 

(4) Shall maintain such improvements and changes in its banking 
practice as may have been specifically required of it by the Federal 
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Reserve Board as a condition of its admission, and shall not lower the 
standard of banking then required of it; and 

(5) Shall enjoy all the privileges and observe all those require- 
ments of the Federal Reserve Act and of the regulations of the Federal 
Reserve Board applicable to State banks and trust companies which have 
become member banks. 

VI. Withdrawals 

Any State bank or trust company desiring to withdraw from mem- 
bership in a federal reserve bank may do so twelve months after written 
notice of its intention to withdraw shall have been filed with the Federal 
Reserve Board. The board will immediately notify the federal reserve 
bank of the receipt of such notice. At the expiration of said twelve 
months, such bank or trust company shall surrender all of its holdings 
of capital stock in the federal reserve bank, which stock shall then be 
canceled and the withdrawing bank or trust company shall thereupon be 
released from its stock subscription not previously called. Such bank or 
trust company shall immediately, upon the cancellation of its stock, 
cease to be a member of the federal reserve bank, and the federal 
reserve bank shall then refund to such bank or trust company a sum 
equal to the cash-paid subscription on the shares surrendered, with in- 
terest at the rate of one-half of one per cent, per month computed 
from the last dividend, if earned, not to exceed the book value thereof 
and the reserve deposits, less any liability of such member to the fed- 
eral reserve bank: Provided, that no federal reserve bank shall, except 
by the specific authority of the Federal Reserve Board, cancel within the 
same calendar year more than 10 per cent, of its capital stock for the 
purpose of effecting voluntary withdrawals during that year. All appli- 
cations, including therein any on which action may have been deferred 
because in excess of the aforesaid 10 per cent, limitation, will be dealt 
with in the order in which they were originally filed with the board. 

Any State bank or trust company desiring to withdraw from mem- 
bership at the expiration of the twelve months' notice, notwithstanding 
the fact that the federal reserve bank has previously canceled ten per 
cent, of its stock during the same calendar year, may do so. In such 
case, however, the federal reserve bank shall not be required to repay to 
the withdrawing bank or trust company the sums due as above, until 
such time as its stock would have been canceled had it not exercised this 
option. The federal reserve bank shall, however, give a receipt for the 
stock surrendered. 

VII. Examinations 

Every State bank or trust company, while a member of the Federal 
Reserve System, shall be subject to such examinations as may be pre- 
scribed by the Federal Reserve Board in pursuance of the provisions of 
the Federal Reserve Act. 

In order to avoid duplication, the board will exercise the broad dis- 
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cretion vested in it by the act in accepting examinations of State banks 
and trust companies made by State authorities wherever these are satis- 
factory to the board and are found to be of the same standard of thor- 
oughness as National bank examinations, and where in addition satis- 
factory arrangements for cooperation in the matter of examination 
between the designated examiners of the board and those of the States 
already exist or can be effected with State authorities. Examiners from 
the staff of the board or of the federal reserve banks will, whenever 
desirable, be designated by the board to act with" the examination staff 
of the State in order that uniformity in the standard of examination 
may be assured. 

VIII. Future regulations 

The Federal Reserve Board reserves the right to make such amend- 
ments and adopt and issue from time to time, such further regulations 
authorized by the act as it may deem necessary, but no amendment of 
section VI of these regulations, relating to voluntary withdrawals, shall 
take effect until six months after its adoption and issue by the board. 

It may be added that form 83 is to be used in making 
application for stock. 

CIRCULAR NO. 15, SERIES OF 1915 
(Superseding Circular No. 9 of 1915.) 

Washington, June 17, 1916. 

CHANGES IN CAPITAL STOCK OF FEDERAL RE8ERTE BANK8 

January 28, 1915, the Federal Reserve Board issued Circular No. 9, 
series of 1915, relating to increases and decreases in the capital stock 
of federal reserve banks. The circular in question was accompanied by 
Regulation G on the same subject. The attached regulation (Regula- 
tion N) is now presented as superseding Regulation G, having been 
made necessary by the adoption of new application blanks (Forms 80 
and 87) to be filed by liquidating or insolvent member banks. The only 
changes that have been made in Regulation G are contained in para- 
graphs 2 and 8, which appear in the attached Regulation N as para* 
graphs 2 and 8 of that regulation. There is no change in Circular No. 
9, which consists only of sections 5 and 6 of the Federal Reserve Act. 
Pursuant to these provisions of the statute the accompanying regulations 
were approved. 

REGULATION N, SERIES OF 1915 
(Superseding Regulation G of 1916.) 

Washington, June 17, 1916. 

INCREASE OF CAPITAL STOCK OF FEDERAL RESERVE BANKS 

Whenever the capital stock of any federal reserve bank shall be 
increased by new banks becoming members, or by the increase of capital 

iConsult Sections 9, 19 and 21 of the Federal Reserve Act Pained National 
Banking Laws, 7th Ed., pp. IS, 15, 17, 186, 187, 203, 204, 205, 806, 907. 
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or surplus of any member bank and the allotment of additional capital 
stock to such banks, the board of directors of such federal reserve bank 
shall certify such increase to the Comptroller of the Currency on Form 
58, which is made a part of this regulation. 

DECREASE OF CAPITAL 8TOCK OF FEDERAL RESERVE BANKS 

I. Whenever a member bank reduces its capital stock or surplus, 
and, in the case of reduction of its capital, such reduction has been 
approved by the Federal Reserve Board in accordance with the pro- 
visions of section 2 of the Federal Reserve Act, it shall file with the 
federal reserve bank of which it is a member an application on Form 
60, which is made a part of this regulation. When this application has 
been approved, the federal reserve bank shall take up and cancel the 
receipt issued to such bank for cash payments made on its subscription 
and 8 hall issue in lieu thereof a new receipt after refunding to the 
member bank the proportionate amount due such bank on account of the 
subscription canceled. The receipt so issued shall show the date of 
original issue, so that dividends may be calculated thereon. 

JI. Whenever a member bank shall be declared insolvent and a 
receiver appointed by the proper authorities, such receiver shall file with 
the federal reserve bank of which the insolvent bank is a member an 
application on Form 87, which is made a part of this regulation, for the 
surrender and cancellation of the stock held bv and for the refund of 
all balances due to such insolvent member bank. Upon approval of this 
application by the Federal Reserve Board the federal reserve bank shall 
accept and cancel the stock surrendered, and shall adjust accounts 
between the member bank and the federal reserve bank by applying to 
the indebtedness of the insolvent member bank to such federal reserve 
bank all cash-paid subscriptions made by it on the stock canceled with 
one-half of one per cent, per month from the period of last dividend, 
if earned, not to exceed the book value thereof, and the balance, if any, 
shall be paid to the duly authorized receiver of such insolvent member 
bank. 

III. Whenever a member bank goes into voluntary liquidation and 
a liquidating agent is appointed, such agent shall file with the federal 
reserve bank of which it is a member an application on Form 86, which 
is made a part of this regulation, for the surrender and cancellation of 
the stock held bv and for the refund of all balances due to such 
liquidating member bank. Upon approval of this application by the 
Federal Reserve Board the federal reserve bank shall accept and cancel 
the stock surrendered, and shall adjust accounts between the liquidating 
member bank and the federal reserve bank by applying to the indebted- 
ness of the liquidating member bank to such federal reserve bank all 
cash-paid subscriptions made by it on the stock canceled with one-half 
of one per cent, per month from the period of last dividend, if earned, 
not to exceed the book value thereof, and the balance, if any, shall be 
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paid to the duly authorized liquidating agent of such liquidating member 
bank. 

IV. Whenever the stock of a federal reserve bank shall be reduced 
in the manner provided in Paragraphs I, II, or III of this regulation 
the board of directors of such federal reserve bank shall, in accordance 
with the provisions of section 6, file with the Comptroller of the Cur- 
rency, a certificate of such reduction on Form 59, which is made a part 
of this regulation. 

REGULATION O 

Washington, July 6, 1916. 

REGULATIONS FOR THE GUIDANCE OF FEDERAL RK8ERVE AGENT8 IN THE 
MATTER OF ISSUANCE AND REDEMPTION OF FEDERAL RESERVE NOTES 

1. Federal Reserve Agents in making requisitions for federal 
reserve notes to meet applications of federal reserve banks, shall use 
form 45. 

2. A federal reserve bank in making application for an issue of 
federal reserve notes shall accompany the application with a tender of 
the requisite collateral, using for this purpose form BD 21-1. 

8. The Federal Reserve Agent shall receipt for all collateral ac- 
cepted by him as fulfilling the' requirements of sections 18 and 16 of 
the Federal Reserve Act and the regulations and instructions of the 
Federal Reserve Board made pursuant thereto, using for this purpose 
the appropriate form (either BD 21-2 or BD 22-2), and shall promptly 
notify the Federal Reserve Board of the collateral accepted, using for 
this purpose the appropriate form (either BD 21-8 or BD 22-8); and 
shall, furthermore, report to the Federal Reserve Board each day all 
notes issued to and withdrawn by said bank, using form FRA 5. 

4. Upon receipt of the said collateral and upon being satisfied that 
the bank has the required gold reserve to protect its notes, and has, 
furthermore, taken appropriate steps to transmit to the Treasurer of 
the United States the requisite gold redemption fund, at present fixed at 
five per cent, of the net amount of notes issued to the bank, less the 
amount of gold and lawful money in the hands of the Federal Reserve 
Agent, the latter will issue federal reserve notes to said bank within 
such limits as the Federal Reserve Board may have fixed, and imme- 
diately notify the Federal Reserve Board of said issue on form supplied 
for this purpose. 

5. If at any time the Federal Reserve Agent deems it necessary 
to require changes in either the amount or the character of collateral 
deposited to secure notes, he shall, acting for the Federal Reserve 
Board, call upon the federal reserve bank for additional or new col- 
lateral to be added to or substituted for that which is deemed unsatis- 
factory, issuing receipt therefor on the appropriate form (either BD 
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21-2 or BD 22-2), and shall notify the Federal Reserve Board on the 
appropriate form (either BD 21-8 or BD 22-8). 

6. A federal reserve bank may reduce its liability on account of 
outstanding federal reserve notes by depositing with the Federal 
Reserve Agent its own notes, or gold, gold certificates, or lawful money 
of the United States to the amount of such notes to be retired less a 
ratable proportion of the amount of money standing to its credit in the 
gold redemption -fund with the Treasurer of the United States. In 
either case a proportionate amount of the collateral deposited by the 
bank shall be returned .to it by the Federal Reserve Agent. Forms BD 
28-1, 2, 8, will be used. 

7. A federal reserve bank may, through its Federal Reserve Agent, 
exchange notes that are unfit for circulation or may exchange notes of 
one denomination for those of another. Everv such transaction shall be 
reported to the Federal Reserve Board by the Federal Reserve Agent in 
daily report of transactions in federal reserve notes. 

8. Any federal reserve notes unfit for circulation accumulated by 
any Federal Reserve Agent shall be assorted, strapped, canceled, and 
bundled in the manner now prescribed by the Treasury Department for 
unfit United States currency which is remitted by subtreasuries to 
Washington, and the same standard of fitness shall be imposed. These 
shall be shipped to the Comptroller of the Currency, Division of Fed- 
eral Reserve Note Redemption, Washington, D. C. Special instructions 
accompanied by "dummies" exhibiting the methods to be employed will 
be furnished upon request to each Federal Reserve Agent. 

Note. — The board expects later to issue instructions under which notes which 
are soiled, but otherwise At for circulation, may be forwarded to Washington for 
laundering and renovating. 

9. Whenever federal reserve notes issued by one federal reserve 
bank are received by another federal reserve bank, they shall, if fit for 
circulation, be immediately returned to the issuing bank for credit or 
redemption. However, if such notes are unfit for circulation, the issuing 
bank shall be advised of the amount and the notes shall be delivered to 
the local Federal Reserve Agent, who will forward them to the Treasury 
Department in the manner provided in paragraph 8 for the treatment 
of unfit notes returned by the issuing bank. Upon receipt of such notice 
the bank of issue may make a demand upon the local Federal Reserve 
Agent for credit or for the issue of new notes to replace the unfit notes 
forwarded to the department for destruction. All transactions in these 
respects must be reported immediately to the Federal Reserve Board. 

10. If at any time the gold reserve required by law to be held by 
a federal reserve bank against federal reserve notes issued to it falls 
below 40 per cent, (including therein the gold redemption fund 
required to be maintained in the Treasury) the Federal Reserve Agent 
shall at once notify the Federal Reserve Board, and thereupon until 
otherwise directed by the Federal Reserve Board, a graduated tax upon 
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such deficiency as provided in section 11 of the Federal Reserve Act 
shall be established and shall be computed for the present as follows: 

When reserves fall below 40 per cent., but are in excess of 82^ 
per cent.; the tax upon the deficiency shall be at the rate of 1 per 
cent, per annum; 

When reserves fall below 82 */2 per cent., but are in excess of 80 
per cent., the tax upon the entire deficiency below 40 per cent, shall be 
at the rate of 2V& per cent, per annum; 

When reserves fall below 80 per cent., but exceed 27% per cent., 
the tax upon the entire deficiency below 40 per cent, shall be at the rate 
of 4 per cent, per annum; and so on, increasing tit the rate of 1% per 
cent, with each reduction in reserve amounting to 2% per cent, or any 
fraction thereof. This is otherwise expressed in the following table: 
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11. At the close of business each month each Federal Reserve 
Agent shall furnish the Federal Reserve Board with a consolidated state- 
ment of: 

(a) All transactions in federal reserve notes during the month, 
showing for each- denomination the number of notes on hand at the 
beginning of the month, 

(b) The number received from the Comptroller of the Currency 
during the month, the number returned by the federal reserve bank, And 
the number issued to the federal reserve bank, 

(c) The number returned during the month to the Comptroller of 
the Currency for cancellation and destruction, 

(d) The number on hand at the close of the month. 



AND COGNATE STATUTES 268 

■ 

Agents are required to show in addition: 

(e) The total amount of notes in circulation at the end of the 
' month, 

(f) The total amount of each kind of money of the United States 
in hand for retirement of notes, 

(g) The amoimts transmitted during the month to the Treasurer, 
upon direction of the Federal Reserve Board, at the request of the Sec- 
retary of the Treasury, ^ 

(h) The amount of gold on deposit with the Treasurer of the 
United States at the end of the month, for the redemption of outstand- 
ing notes, 

(i) The amount of gold reserve held by the bank, other than the 
gold redemption fund deposited with the Treasurer of the United States. 

The information in paragraphs e to i, inclusive, also is required to 
be furnished by telegram immediately at the close of business on the 
last day of each month for inclusion in the Treasury Department's cir- 
culation statement. A consolidation of each month's reports from all 
the Federal Reserve Agents will be furnished by the Federal Reserve 
Board to the Secretary of the Treasury. 

12. The Federal Reserve Board will maintain a continuous record 
of: 

(a) The aggregate amounts of orders for notes transmitted by the 
Comptroller of the Currency for the engraving and printing of Federal 
reserve notes. 

(b) Each delivery of federal reserve notes to Federal Reserve 
Agents. 

(c) The stock of notes on hand in the Treasury of the United 
States available for shipment. 

(d) The amounts of federal reserve notes issued through Federal 
Reserve Agents to their respective federal reserve banks. 

(e) The amount of notes fit and unfit for circulation which are in 
the possession of each Federal Reserve Agent. ^ 

(f) The amount of notes unfit for circulation which have been 
returned to the Comptroller of the Currency and destroyed. 

CIRCULAR NO. 16, JULY 15, 1915 

BILLS OF EXCHANGE DRAWN AOAIN8T SALES OF GOODS AND ACCEPTED BY 
PURCHASERS, HEREINAFTER REFERRED TO AS "TRADE ACCEPTANCES*' 

By Regulation B, Series of 1915, the board has prescribed the con- 
ditions upon which commercial paper may be rediscounted with federal 
reserve banks, and, by Regulation J, Series of 1915, rules have been 
promulgated covering operations in bankers' acceptances. The attached 
regulation is to deal with "trade acceptances" as a distinct class of com- 
mercial paper, for which the board is ready to approve the establish- 
ment of a discount rate somewhat lower than that applicable to other 
commercial paper.. 
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These trade acceptances are more particularly defined in the ap- 
pended Regulation P, Series of 1915, and in promulgating it the board 
expresses the belief that it will considerably enlarge the scope of 
service of federal reserve banks and, incidentally, assist in developing a 
class of "double-name" paper, which has shown itself in so many coun- 
tries a desirable form of investment and an important factor in modern 
commercial banking systems. 

It will be seen that in accordance with this regulation, 
member banks applying for rediscounts will be required to 
certify that they have in their files statements of the makers 
of the paper, copies of which the Reserve Board will ask 
for when circumstances require it. 

Certain classes of paper, which are otherwise eligible for 
rediscount, are now exempt from this particular require- 
ment. Recognizing that especially in the case of the smaller 
banks, many of the notes are discounted by persons, firms, 
or corporations not accustomed to making statements, the 
Reserve Board has provided that, at the option of the mem- 
ber bank, a statement need not be required from its bor- 
rowers, the aggregate of whose paper actually rediscounted 
and offered for rediscount by it does not exceed $5,000, or 
ten per cent, of its paid-up capital. Furthermore, state- 
ments need not be required in the case of borrowers whose 
notes discounted are double-name paper, having the signa- 
ture of both the purchaser and the seller of goods, or are 
secured by warehouse receipts covering readily marketable 
staples. 

REGULATION P, SERIES OF 1915. 

Washington, July 15, 1916. 

BILL8 OF EXCHANGE DRAWN AGAINST SALES OF GOODS AND ACCEPTED BT 
PURCHASERS, HEREINAFTER REFERRED TO AS "TRADE ACCEPTANCES*' 

I. Definition 

In this regulation the term "trade acceptance" is defined as a bill of 
exchange of the character hereinafter described, drawn to order, having 
a definite maturity and payable in dollars in the United States, the obli- 
gation to pay which has been accepted by an acknowledgment, written 
or stamped, and signed across the face of the instrument by the com- 
pany, firm, corporation, or person upon whom it is drawn; such 
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ment to be to the effect that the acceptor will pay at maturity, according 
to its tenor, such draft or bill without qualifying conditions. 

II. Character of paper eligible 

A trade acceptance to be* eligible for rediscount, under section 18, 
with a federal reserve bank at the rate to be established for trade 
acceptances — 

(a) Must be indorsed by a member bank, accompanied by waiver 

of demand notice and protest. 

(b) Must have a maturity at the time of discount of not more than 

ninety days. 

(c) Must be accepted by the purchaser of goods sold to him by 

the drawer of the bill, and the bill must have been drawn 
against indebtedness expressly incurred by the acceptor in 
the purchase of such goods. 

III. Method of certifying eligibility 

A trade acceptance must bear on its face or be accompanied by evi- 
dence in form satisfactory to the federal reserve bank that it was drawn 
by the seller of the goods on the purchaser of such goods. Such evi- 
dence may consist of a certificate on or accompanying the acceptance, to 
the following effect: "The obligation of the acceptor of this bill arises 
out of the purchase of goods from the drawer." Such certificate may 
be accepted by the federal reserve bank as sufficient evidence; provided, 
however, that the federal reserve bank, in its discretion, may inquire 
into the exact nature of the transaction underlying the acceptance. 

CIRCULAR NO. 17, SERIES OF 1915 

Washington, September 3, 1916. 

COMMODITY PAPER 

In Regulation B, series of 1915, the board has established the 
policy of encouraging transactions of federal reserve banks in the trade 
acceptances and in commodity paper by admitting these kinds of paper 
to be rediscounted by federal reserve banks with the waiver of the par- 
ticular requirements with reference to statements. 

In pursuance of this policy, the board has issued a regulation (P, 
series of 1915) laying down the conditions under which trade accept- 
ances may be discounted by federal reserve banks at a special rate to be 
published for this kind of paper. In further pursuance of the same 
policy, the board in the appended regulation (Q, series of 1915) has 
authorized special rates on commodity paper. 

It is expected that this new class of paper with its special rates will 
•prove of particular efficacy in meeting the seasonal demands for credit 
facilities in the crop-producing districts, and the board in authorizing 
these special rates will rely on the federal reserve banks to adopt a 
policy which will result in securing for the ultimate borrowers the exten- 
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sion of credit on moderate terms by member banks. As in the case of 
trade acceptances, the rates to be established for commodity paper may 
be expected to be lower than the rates established for ordinary commer- 
cial paper. It will be left to the discretion of the federal reserve banks 
to determine whether different rates should be established for trade 
acceptances and commodity paper. Uniformity of rate may appear to 
be desirable in districts where there are transactions in both kinds of 
paper. 

REGULATION Q, SERIES OF 1915 

Washington, September 3, 1915. 

COMMODITY PAPER 

In this regulation the term "commodity paper" is defined as a note, 
draft, or bill of exchange secured by warehouse terminal receipts, or 
shipping documents covering approved and readily marketable, nonper- 
ishable staples properly insured. 

Commodity paper, to be eligible for discount by a federal reserve 
bank under section 13, at the special rates hereby authorized to be es- 
tablished for commodity paper below the usual commercial rates, mast 
(a) comply with all the requirements of Regulation B, series of 1915, 
paragraphs I and II, or with the requirements of Regulation C, series 
of 1915; (b) and be paper on which the rate of interest or discount, 
including commission charged the maker, does not exceed 6 per cent, 
per annum; and also (c) comply with such regulations as may be issued 
by federal reserve banks covering requirements as to warehouse or ter- 
minal receipts, shipping documents, insurance, etc., adapted to the par- 
ticular needs of its district as a condition of the special rate herein 
authorized. 

Federal reserve banks are now authorized to submit rates for the 
discount of commodity paper in accord with this regulation for review 
by the board. 

CIRCULAR NO. 18, SERIES OF 1915 
(Supersedes Circular No. 11 of 1915.) 

Washington, September 7, 1916. 

bankers' acceptances 

In its circular of February 8, 1915, accompanying publication of its 
first comprehensive regulation (Regulation D, series of 1915) on ac- 
ceptances, the board used the following language: 

"The acceptance is still in its infancy in the field of American 
banking. How rapid its development will be cannot be foretold; but 
the development itself is certain. Opportunity is given by the Federal 
Reserve Act to assist the movement in this new direction; the present 
regulations are to be regarded as a first step and will be extended as 
circumstances and a reasonable regard for the other uses and needs of 
the credit facilities of the Federal Reserve System may warrant." 
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In pursuance of this policy the board, after prolonged and careful 
consideration of the matter in all its phases, has reached the conclusion 
that the time is at hand for an extension of its acceptance regulation, 
as provided in the appended regulation (R). 

REGULATION R, SERIES OF 1915 
(Superseding Regulation J of 1915.) 

Washington, September 7, 1916. 

bankers' acceptances 

I. Definition 

In this regulation the term "acceptance" is defined as a draft or bill 
of exchange drawn to order, having a definite maturity, and payable in 
dollars, in the United States, the obligation to pay which has been 
accepted by an acknowledgment written or stamped and signed across 
the face of the instrument by the party on whom it is drawn; such 
agreement to be to the effect that the acceptor will paj' at maturity 
according to the tenor of such draft or bill without qualifying condi- 
tions. 

II. Statutory requirements under sections IS and H 

Section 18 of the Federal Reserve Act as amended provides that — 

(a) Any federal reserve bank may discount acceptances — 

(1) Which are based on the importation or exportation of goods: 

(2) Which have a maturity at time of discount of not more than 
three months; and 

(8) Which are indorsed by at least one member bank. 

(b) The amount of acceptances so discounted shall at no time 
exceed one-half the paid-up capital stock and surplus of the bank for 
which the rediscounts are made, except by authority of the Federal 
Reserve Board and of such general regulations as said board may pre- 
scribe, but not to exceed the capital stock and surplus of such bank. 

(c) The aggregate of notes and bills bearing the signature or in- 
dorsement of any one person, company, firm, or corporation redis- 
counted for any one bank shall at no time exceed ten per cent, of the 
unimpaired capital and surplus of said bank; but this restriction shall 
not apply to the discount of bills ' of exchange drawn in good faith 
against actually existing values. 

Section 14 of the Federal Reserve Act permits federal reserve banks, 
under regulations to be prescribed by the Federal Reserve Board, to pur- 
chase and sell in the open market bankers' acceptances, with or without 
the endorsement of a member bank. 

III. Ruling 

The Federal Reserve Board, exercising its power of regulation with 
reference to Paragraph II. (b) hereof, rules as follows: 

Any federal reserve bank shall be permitted to discount for any 
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member bank "bankers' acceptances'' as hereinafter denned up to an 
amount not to exceed the capital stock and surplus of the bank for which 
the rediscounts are made. 

IV. Eligibility 

The Federal Reserve Board has determined that, until further order, 
to be eligible for discount under section 18, by federal reserve banks, at 
the rates to be established for bankers' acceptances: 

(a) Acceptances must comply with the provisions of Paragraph II. 
(a), (b), (c) hereof. 

(b) Acceptances must have been made by a member bank, non- 
member bank, trust company, or some firm, person, company, or corpo» 
ration engaged in the business of accepting or discounting. Such ac- 
ceptances will hereafter be referred to as "bankers' " acceptances. 1 

(c) A banker's acceptance must be drawn by a purchaser or seller 
or other person, firm, company, or corporation directly connected with 
the importation or exportation of the goods involved in the transaction 
in which the acceptance originated, or by a "banker." The bill most not 
be renewed after the goods have been surrendered to the purchaser or 
consignee, except for such reasonable period as may have been agreed 
upon at the time of the opening of the credit as a condition incidental 
to the importation or exportation involved, provided that the bill most 
not contain or be subject to any condition whereby the holder thereof is 
obligated to renew the same at maturity. 

(d) A banker's acceptance must bear on its face or be accompanied 
by evidence in form satisfactory to a federal reserve bank that it origi- 
nated in, or is based upon, a transaction or transactions involving the 
importation or exportation of goods. Such evidence may consist of a 
certificate on or accompanying the acceptance to the following effect: 

This acceptance is based upon a transaction involving the importation or 
exportation of goods. Reference No. — — . Name of acceptor — . 

(e) Bankers' acceptances, other than those of member banks, shall 
be eligible only after the acceptors shall have agreed in writing to fur- 
nish to the federal reserve banks of their respective districts, upon re- 
quest, information concerning the nature of the transactions against 
which acceptances (certified or bearing evidence under IV. (rf) hereof) 
have been made. 

(f) A bill of exchange accepted by a "banker" may be considered 
as drawn in good faith against "actually existing values," under II. (c) 
hereof, when the acceptor is secured by a lien on or by transfer of title 
to the goods to be transported or by other adequate security. 

(g) Except in so far as they may be drawn in good faith against 
actually existing values, as under (/), the bills of any one drawer drawn 



i Drafts and bills of exchange eligible for rediscount under Section IS, other 
than "bankers' " acceptances, have been dealt with by Regulation B, series of 
1915. 
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on and accepted by any firm, person, company, or corporation (other 
than a bank or trust company) engaged in the business of discounting 
and accepting, and discounted by a federal reserve bank, shall at no time 
exceed in the aggregate a sum equal to a definite percentage of the paid- 
in capital of such federal reserve bank; such percentage to be fixed from 
time to time bv the Federal Reserve Board. 

(h) The aggregate of acceptances of any firm, person, company, 
or corporation (other than a bank or trust company) engaged in the 
business of discounting or accepting, discounted or purchased by a fed- 
eral reserve bank, shall at no time exceed a sum equal to a definite per- 
centage of the paid-in capital of such federal reserve bank; such per- 
centage to be fixed from time to time by the Federal Reserve Board. 

To be eligible for purchase by federal reserve banks under section 
14, bankers' acceptances must comply with all requirements and be sub- 
ject to all limitations hereinbefore stated, except that they need not be 
indorsed by a member bank: Provided, however, That no federal reserve 
bank shall purchase the acceptance of a "banker" other than a member 
bank which does not bear the indorsement of a member bank, unless a 
federal reserve bank has first secured a satisfactory statement of the 
financial condition of the acceptor in form to be approved by the Fed- 
eral Reserve Board. 

V. Policy as to purchases 

While it would appear impracticable to fix a maximum sum or per- 
centage up to which federal reserve banks may invest in bankers' ac- 
ceptances, both under section 18 and section 14, it will be necessary to 
watch carefully the aggregate amount to be held from time to time. In 
framing their policy with respect to transactions in acceptances, federal 
reserve banks will have to consider not only the local demands to be ex- 
pected from their own members, but also requirements to be met in other 
districts. The plan to be followed must in each case adapt itself to the 
constantly varying needs of the country. 

CIRCULAR NO. 19, SERIES OF 1915 

OPEN-MARKET PURCHASES OF BANKERS' ACCEPTANCES 

In Regulation R, series of 1915, relating to the discount of bankers' 
acceptances, the Federal Reserve Board provided for the purchase in the 
open market of bankers' acceptances based on the importation or ex- 
portation of goods. 

The appended regulation is intended to cover the purchase in the 
open market, not only of bankers' acceptances based on the importation 
or exportation of goods heretofore covered by Regulation R, but also the 
purchase of certain domestic acceptances authorized by certain State 
laws. 

The Federal Reserve Board has determined that bankers' domestic 
acceptances, as defined and restricted in the appended regulation, are a 
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very useful type of paper, and the board has not felt justified, therefore, 
when admitting State banks and trust companies into the Federal Re- 
serve System, in stipulating that such domestic acceptances should not 
be continued under reasonable limitations as a part of their business. 

Inasmuch as the making of these domestic acceptances has been rec- 
ognized by the board as the exercise of a legitimate banking function 
when authorized by law, it was thought that they are of the character 
to make desirable investments for federal reserve banks. The board 
has, therefore, issued the appended regulation, not only embody- 
ing the authority given in Regulation R, series of 1915, to purchase 
bankers' acceptances based on the importation or exportation of goods, 
but also authorizing the purchase of bankers' domestic acceptances with- 
in the limits prescribed in the appended regulation. 

REGULATION S, SERIES OF 1915 

OPEN-MARKET PURCHASES OF BANKERS* ACCEPTANCES 

I. Definition 

In this regulation the term "acceptance" is denned as a draft or bill 
of exchange drawn to order, having a definite maturity, and payable in 
dollars, in the United States, the obligation to pay which has been ac- 
cepted by an acknowledgment written or stamped and signed across the 
face of the instrument by the party on whom it is drawn; such agree- 
ment to be to the effect that the acceptor will pay at maturity according 
to the tenor of such draft or bill without qualifying conditions. 

II. Statutory requirements 

Section 11 of the Federal Reserve Act permits federal reserve banks, 
under regulations to be prescribed by the Federal Reserve Board, to 
purchase and sell in the open market bankers' acceptances with or with- 
out the indorsement of a member bank. 

III. Eligibility 

The Federal Reserve Board has determined that, until further no- 
tice, to be eligible for purchase under section 14 at the rates to be es- 
tablished for the purchase of bankers' domestic and foreign acceptances: 

(a) Acceptances must have been made by a bank or trust company, 
or by some firm, person, company or corporation engaged in the business 
of accepting or discounting. Such acceptances will hereafter be referred 
to as "bankers' acceptances." 

(b) A banker's foreign acceptance must be drawn by a purchaser 
or seller or other person, firm, company, or corporation directly connect- 
ed with the importation or exportation of the goods involved in the trans- 
action in which the acceptance originated, or by a "banker." The bill 
must not be renewed after the goods have been surrendered to the pur- 
chaser or consignee, except for such reasonable period as may have been 
agreed upon at the time of the opening of the credit as a condition in- 
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cidental to the importation or exportation involved, provided that the 
bill must not contain or be subject to any condition whereby the holder 
thereof is obligated to renew the same at maturity. 

(c) A banker's foreign acceptance must bear on its face or be ac- 
companied by evidence in form satisfactory to a federal reserve bank 
that it originated in, or is based upon, a transaction or transactions in- 
volving the importation or exportation of goods. Such evidence may 
consist of a certificate on or accompanying the acceptance to the follow- 
ing effect: 

This acceptance is based upon a transaction involving the importation or 
exportation of goods. Reference No. . Name of acceptor — — . 

(d) A banker's domestic acceptance must be based on a transaction 
covering the shipment of goods, such transaction to be evidenced at the 
time of acceptance by accompanying shipping documents, or must be se- 
cured by a warehouse receipt covering readily marketable staples and 
issued by a warehouse independent of the borrower; or by the pledge of 
goods actually sold. 

(e) A banker's domestic acceptance must bear on its face or be ac- 
companied by evidence in form satisfactory to the federal reserve bank 
that it is based on a transaction or is secured by a receipt or pledge of 
the character defined in III. (d) hereof. Such evidence may consist of 
a certificate in general form similar to that suggested in III. (c) hereof. 

(f) Bankers' acceptances, other than those of member banks, 
whether foreign or domestic, shall be eligible only after the acceptors 
shall have agreed in writing to furnish to the federal reserve banks of 
their respective districts, upon request, information concerning the nature 
of the transactions against which acceptances (certified or bearing evi- 
dence under III. (c) and (e) hereof) have been made. 

(g) The aggregate of bills, domestic and foreign, of any one 
drawer, drawn on and accepted by any bank or trust company and pur- 
chased or discounted bv a federal reserve bank, shall at no time exceed 
ten per cent, of the unimpaired capita] and surplus of such bank or trust 
company, but this restriction shall not apply to the purchase or discount 
of bills drawn in good faith against actually existing values; that is, 
bills the acceptor of which is secured by a lien on or by a transfer of 
title to the goods to be transported, or by other adequate security such 
as a warehouse receipt or the pledge of goods actually sold. 

(h) The aggregate of bills, domestic and foreign, of any one 
drawer, drawn on and accepted by any firm, person, company, or cor- 
poration (other than a bank or trust company), eng&ged in the business 
of discounting or accepting, and purchased or discounted by a federal 
reserve bank, shall at no time exceed a sum equal to a definite per- 
centage of the paid-in capital of such federal reserve bank, such per- 
centage to be fixed from time to time by the Federal Reserve Ijoard; but 
this restriction shall not apply to the purchase or discount of bills drawn 
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in good faith against actually existing values; that is, bills the acceptor 
of which is secured by a lien on or by a transfer of title to the goods to 
be transported or by other adequate security, such as a warehouse re- 
ceipt; or the pledge of goods actually sold. 

(%) The aggregate of bankers'- acceptances, domestic and foreign, 
made by any one firm, person, company, or corporation (other than a 
bank or trust company) engaged in the business of discounting or ac- 
cepting, purchased or discounted by a federal reserve bank, shall at no 
time exceed a sum equal to a definite percentage of the paid-in capital of 
such federal reserve bank; such percentage to be fixed from time to time 
by the Federal Reserve Board. 

No federal reserve bank shall purchase a domestic or foreign ac- 
ceptance of a "banker" other than a member bank which does not bear 
the indorsement of a member bank, unless there is furnished a satisfac- 
tory statement of the financial condition of the acceptor in form to be 
approved by the Federal Reserve Board. 

IV. Policy as to purchases 

Federal reserve banks should bear in mind that preference should be 
given wherever possible to acceptances indorsed by a member bank, dis- 
counted under section 18, not only because of the additional protection 
that such indorsement affords, but also because of the reason that ac- 
ceptances discounted under section 13 may be used as collateral security 
for the issue of federal reserve notes. 

V. 

So much of Regulation R, series of 1915, as relates to the purchase 
in the open market of bankers' acceptances is hereby superseded. 

This exercise of the open-market function of the reserve 
banks enables them to exert a steadying influence upon pre- 
vailing rates of interest whenever conditions make such in- 
fluence desirable, and also affords opportunity to buy paper 
which may provide for their expenses and dividends. 

CIRCULAR NO. 20, SERIES OF 1915 

Washington, December i, 1916. 

GENERAL MARKET OPERATIONS 

The Federal Reserve Act in section 14, under the head "Open- 
Market Operations," provides that — 

"Any federal reserve bank may, under the rules and regulations pre- 
scribed by the Federal Reserve Board, purchase and sell in the open 
market, at home or abroad, either from or to domestic or foreign banks, 
firms, corporations, or individuals, cable transfers, and bankers' accept- 
ances and bills of exchange of the kinds and maturities by this act made 
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eligible for rediscount, with or without the indorsement of a member 
bank." 

The act also provides that every federal reserve bank shall have 
power — 

"To deal in gold coin and bullion at home or abroad * * *." 

"To buy and sell, at home or abroad, bonds and notes of the United 
States, and bills, notes, revenue bonds, and warrants with a maturity from 
date of purchase of not exceeding six months, issued in anticipation of 
the collection of taxes, or in anticipation of the receipt of assured rev- 
enue by any State, county, district, political subdivision, or munici- 
pality * * *." 

"To purchase from member banks and to sell, with or without its in- 
dorsement, bills of exchange arising out of commercial transactions, as 
hereinbefore defined." 

Further in the same section permission is given to each federal re- 
serve bank: 

"* * * to buy and sell * * * through (its) correspondents or agen- 
cies, bills of exchange arising out of actual commercial transactions 
which have not more than ninety days to run, and which bear the signa- 
ture of two or more responsible parties." 

Several of these classes of transactions have already been provided 
for in the circulars and regulations heretofore issued by the Federal 
Reserve Board as follows: 

Regulation F, series of 1915, provides for the purchase of warrants, 
revenue bonds, etc. 

In letters to the various federal reserve banks the conditions have 
been indicated under which bonds and notes of the United States may 
be dealt in. 

In Regulation S, partly superseding Regulation R, series of 1915, 
conditions have been established for the purchase of bankers' acceptances 
payable in the United States in dollars and growing out of foreign trade 
operations and out of certain domestic transactions. 

There remain still to be dealt with the purchase and sale of "cable 
transfers" and bills of exchange, both domestic and foreign, of the kinds 
and maturities by this act made eligible for rediscount, and bankers' ac- 
ceptances payable in foreign countries and in foreign currencies. 

The present circular and regulation is intended to cover these items. 
The board wishes particularly to call attention to the purpose of the 
open-market section of the Federal Reserve Act. It enables the federal 
reserve banks to exert a steadying influence upon prevailing rates of in- 
terest by the use of their purchasing power whenever conditions make 
such influence desirable, and when, owing to the lack of applications for 
rediscounts, they are unable to influence rates through the latter means. 
It also affords to the federal reserve banks the opportunity of purchas- 
ing, in the open market, paper with a view to providing for their ex- 
penses and dividends. The board is of the opinion that the federal re- 
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serve banks should, when occasion warrants, stand ready to engage in 
open-market transactions, as buyers or sellers, to the extent that it is 
necessary to carry out the purposes of the act. 

The Federal Reserve Board does not wish to be understood as en- 
couraging expansion of credits at times and under conditions when there 
should be contraction, but rather as holding the view that the federal re- 
serve banks, taking cognizance of the conditions in their respective dis- 
tricts, should avail themselves of the powers granted by the act as ex- 
plained in our letter of October 8, 1915, just as they have done in con- 
nection with other open-market powers conferred upon them. 

REGULATION T, SERIES OF 1915 

Washington, December 4, 1916. 

GENERAL OPEN-MARKET OPERATIONS 

• I. Definition . 

Open-market operations, as contemplated under the Federal Reserve 
Act, are all those transactions authorized by section 14 of the act which 
involve dealings with persons or institutions — whether or not members 
of the Federal Reserve System- -and which do not require the indorse- 
ment of a member bank. 

II. Operations provided for in this regulation 

The present regulation deals with operations in cable transfers and 
foreign and domestic bills of exchange and bankers* acceptances payable 
in foreign countries and in foreign currencies. The statutory require- 
ments pertaining thereto have already been set forth in the accompany- 
ing circular. 

III. Cable transfers and foreign bills of exchange 

In order to carry on open- market transactions in cable transfers and 
foreign bills of exchange (including foreign bankers' acceptances) — that 
is, payments to be made in, or bills payable in, foreign countries — it will 
be necessary for federal reserve banks to open accounts with corre- 
spondents or establish agencies in foreign countries. Such bills of ex- 
change and foreign acceptances must comply with the applicable re- 
quirements of sections 18 and 11. As the law prescribes that these con- 
nections are to be established onlv with the consent of the Federal Re- 
serve Board, federal reserve banks will be required to communicate with 
the Federal Reserve Board whenever thev are readv to enter these for- 
eign fields. 

The Federal Reserve Board realizes that in dealing in foreign ex- 
change the federal reserve banks must necessarily have wide discretion 
in determining the rates at which they will buy or sell. It is not neces- 
sary that the bills shall have been actually accepted at the time of pur- 
chase. The Federal Reserve Board, however, will require that unaccept- 
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cd "long bills/' payable in foreign countries, when purchased, unless se- 
cured by documents, shall bear one satisfactory indorsement other than 
those of the drawer or acceptor, preferably that of a banker. Federal 
reserve banks should exercise due caution in dealing in foreign bills, and 
boards of directors should fix a limit within which the acceptances or 
bills of a single firm may be taken. 

IV. Domestic bill* of exchange 

A bill of exchange may be defined as an unconditional order in writ- 
ing, addressed by one person to another, signed by the person giving it, 
requiring the person to whom it is addressed to pay on demand, or at a 
fixed or determinable future time, a certain sum in money to, or to the 
order of, a specified person or to bearer. 

A domestic bill of exchange is payable in dollars in the United 
States. 

The Federal Reserve Board has determined that a bill, in order to be 
eligible for purchase under section 14 by a federal reserve bank, at the 
rate to be established for open-market operations — 

(a) Must be a bill, the proceeds of which have been used, or are 
to be used, in producing, purchasing, carrying, or marketing goods in 
one or more steps of production, manufacture, and distribution; but 
shall not be eligible if its proceeds have been used, or are to be used, 
for a permanent or fixed investment of any kind; for example, land, 
buildings, machinery, etc., or for any investment of a merely speculative 
character. 

(b) Must have been drawn by a domestic or foreign firm, company, 
corporation, or individual upon a firm, company, corporation, or individ- 
ual in the United States; but need not bear the indorsement of a mem- 
ber bank. 

(c) Must have been accepted by the drawee prior to the purchase 
by a federal reserve bank unless accompanied and secured by approved 
warehouse receipts, bills of lading, or other such documents covering 
readily marketable goods. 

V. Domestic bills — Conditions of Purchase 

(a) Before purchasing domestic bills of exchange, the federal re- 
serve bank must secure statements concerning the condition and stand- 
ing of the drawer of the paper, and, if possible, also of the acceptor of 
the bill, sufficient to satisfy the bank as to the nature and quality of the 
paper to be purchased. 

( b) No federal reserve bank will be permitted to purchase bills of 
any one drawer, or issued upon any one maker to an amount to exceed 
in the aggregate a percentage of its capital, to be fixed from time to 
time by the Federal Reserve Board, except when secured by approved 
warehouse receipts, bills of lading, or other such documents covering 
readily marketable goods. The aggregate amount drawn on any one ac- 
ceptor, purchased by federal reserve banks, shall not exceed a reasonable 
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percentage of the stated net worth of the parties whose names appear 
upon the paper. 

VI. Rates 

Federal reserve banks desiring to engage in open-market transac- 
tions in domestic bills of exchange shall communicate to the Federal Re- 
serve Board the rate they desire to establish for review and determina- 
tion. 

CIRCULAR NO. 21, SERIES OF 1915 

Washington, December 27, 1916. 

ELIGIBILITY OF CANDIDATES FOR DIRECTORSHIPS 

December 23, 1915, the Federal Reserve Board adopted the follow- 
ing resolution: 

Whereas, It is the opinion of the Federal Reserve Board that per- 
sons holding political or public office in the service of the United States, 
or of any State, territory, county, district, political subdivision, or mu- 
nicipality thereof, or acting as members of political party committees, 
cannot, consistently with the spirit and underlying principles of the Fed- 
eral Reserve Act, serve as directors or officers of federal reserve banks. 

Resolved, That the Federal Reserve Board hereby expresses to the 
member banks its opinion that no such persons should henceforward be 
elected or act as directors or officers of federal reserve banks; and pre- 
scribes as a condition of eligibility that candidates for election shall 
comply with the terms of this resolution. 

Resolved further, That copies of this resolution be sent to every 
member bank and federal reserve bank and to all directors of federal 
reserve banks. 

While the board is of the opinion that the policy outlined in this 
resolution should become effective at once, directors of federal reserve 
banks elected prior to the date of its adoption will not be required to 
resign their positions as such directors until the end of the term for 
which they were elected. 

Circulars and Regulations, Series of 1916 

May 1, 1916, the Federal Reserve Board issued the fol- 
lowing circular on check clearing and collection. This is the 
first circular of a new series: 

CIRCULAR NO. 1, SERIES OF 1916 

Washington, May 1, 1916. 

CHECK CLEARING AND COLLECTION 

To Member Banks : 

The Federal Reserve Board is empowered, under section 16 of the 
Federal Reserve Act, to require each federal reserve bank to— 

"Exercise the function of a clearing house for its member banks." 



AND COGNATE STATUTES 277 

After very thorough investigation and many conferences with the 
Governors of the federal reserve banks on this subject, the Federal Re- 
serve Board has determined to exercise its authority and to offer to the 
member banks, and through them to the public, the machinery of the 
federal reserve banks for the operation of a check collection and clear- 
ing system which it is believed, with the cooperation of member banks, 
will afford a direct, expeditious, and economical system of check collect- 
ing and settlement of balances. 

The date for the inauguration of this system is expected to be June 
15, 1916, or as soon thereafter as the federal reserve banks can com- 
plete preparations for undertaking this work. 

Member banks in each district will in due course receive from their 
federal reserve bank full information as to the terms and all necessary 
details of the arrangement, but for the information of all concerned the 
general terms may be stated to be as follows: 

(1) In order that no inconvenience may be experienced, the plan 
will follow as closely as practicable the practice which long experience 
has developed between country banks and their reserve city corre- 
spondents. 

Each federal reserve bank will receive at par from its member 
banks checks drawn on all member banks, whether in its own district or 
other districts. It is also proposed to accept at par all checks drawn 
upon non-member banks when such checks can be collected by the fed- 
eral reserve banks at par. 

Each federal reserve bank will receive at par from other federal re- 
serve banks checks drawn upon all member banks of its district and 
upon all non-member banks whose checks can be collected at par by the 
federal reserve bank. 

It is the purpose of the Federal Reserve Board to have the collec- 
tion system developed so as to embrace the collection of all checks on 
non-member banks and private banks, and while this cannot be done im- 
mediately, steps will be taken to afford these facilities as rapidly as pos- 
sible. The federal reserve banks will prepare a par list of all non- 
member banks, to be revised from time to time, which will be furnished 
to member banks. 

Immediate credit entry upon receipt subject to final payment will be 
made for all such items upon the books of the federal reserve bank at 
full face value, but the proceeds will not be counted as reserve nor be- 
come available to meet checks drawn until actually collected, in accord- 
ance with the best practice now prevailing. 

(2) Checks received by a federal reserve bank on its member banks 
will be forwarded direct to such member banks and will not be charged 
to their accounts until advice of payment has been received or until suf- 
ficient time has elapsed within which to receive advice of payment. 

(8) In the selection of collecting agents for handling checks on 
non-member banks member banks will be given the preference. 
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(4) Under this plan federal reserve banks will receive at par from 
their member banks checks on all member banks, and on non-member 
banks whose checks can be collected at par by any federal reserve bank. 
Member banks will be required by the Federal Reserve Board to pro- 
vide funds to cover at par all checks received from, or for the account 
of, their federal reserve banks: Provided, however, That a member bank 
may ship lawful money or federal reserve notes from its own vaults at 
the expense of its federal reserve bank to cover any deficiency which 
may arise because of and only in the case of inability to provide items to 
offset checks received from or for the account of its federal reserve bank. 

(5) Section 19 of the Federal Reserve Act provides that — 

"The reserve carried by a member bank with a federal reserve bank 
may, under the regulations, and subject to such penalties as may be pre- 
scribed by the Federal Reserve Board, be checked against and withdrawn 
by such member bank for the purpose of meeting existing liabilities: 
Provided, however, That no bank shall at any time make new loans or 
shall pay any dividends unless and until the total reserve required by 
law is fully restored." 

It is manifest that items in process of collection cannot lawfully be 
counted as reserve either by a member bank or by a federal reserve 
bank. Therefore, should a member bank draw against such items the 
draft would be charged against its reserve if such reserve were sufficient 
in amount to pay it; but any resulting impairment of reserves would be 
subject to all the penalties provided by the act. 

Inasmuch as it is essential that the law in respect to the mainte- 
nance of required reserves by member banks shall be strictly complied 
with, the Federal Reserve Board will fix a penalty to be imposed upon 
member banks for encroaching upon their reserves. 

Member banks can at all times arrange to keep their reserves intact 
by rediscounting with their federal reserve bank. 

(6) Each federal reserve bank will determine by analysis the 
amounts of uncollected funds appearing on its books to the credit of 
each member bank. Such analysis will show the true status of the re- 
serve held by the federal reserve bank for each member bank and will 
enable it to apply the penalty for impairment of reserve. 

A schedule of the time required within which to collect checks will 
be furnished to each member bank to enable it to determine the time at 
which any item sent to its federal reserve bank will be counted as re- 
serve and become available to meet any checks drawn. 

(7) In handling items for member banks, a federal reserve bank 
will act as agent only. It will require that each member bank authorise 
it to send checks for collection to banks on which checks are drawn, and, 
except for negligence, will assume no liability. Any further require- 
ments that the board may deem necessary will be set forth by the fed- 
eral reserve banks in their letters of instruction to their member banks. 

(8) The cost of collecting and clearing checks must necessarily be 
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borne by the banks receiving the benefit and in proportion to the ser- 
vice rendered. An accurate account will be kept by each reserve bank 
of the cost of performing this service and the Federal Reserve Board 
will by rule, fix the charge, at so much per item, which may be imposed 
for the service of clearing or collection rendered by the reserve banks, 
as provided in section 16 of the Federal Reserve Act. 

New Regulations Controlling Member Banks 

September 15, 1916, new regulations controlling mem- 
ber banks were issued as follows : 

SPECIAL INSTRUCTIONS NO. 2 OF 1916 

SPECIAL INSTRUCTIONS TO FEDERAL RESERVE BANK8 AND TO FEDERAL 

RESERVE AGENTS 

For the convenience of the federal reserve banks and member banks, 
all regulations issued for the guidance of member banks have been con- 
solidated and issued by the Board with Circular No. 2, series of 1916. 
While this circular and the regulations which accompany it will govern 
the operations of federal reserve banks with their members, they contain 
only such regulations as are of interest to member banks or to the gen- 
eral public and carry none of the special instructions intended solely for 
the guidance of federal reserve banks. They are, therefore, supple- 
mented by the special instructions and regulations herein contained. 

A. Discount and purchase of bankers' acceptances 

(a) Bankers' acceptances, other than those of a member bank, 
whether foreign or domestic, shall be eligible for discount or purchase 
under sections 18 or 14, respectively, only after the acceptors shall have 
agreed in writing to furnish the federal reserve bank of their respective 
districts, upon request, information concerning the nature of the trans- 
actions against which acceptances have been made. 

(6) The aggregate of bills, domestic and foreign, of any one 
drawer, drawn on and accepted by any bank or trust company and pur- 
chased or discounted by a federal reserve bank, shall at no time exceed 
ten per cent, of the unimpaired capital and surplus of such bank or 
trust company, but this restriction shall not apply to the purchase or 
discount of bills drawn in good faith against actually existing values; 
that is, bills the acceptor of which is secured by a lien on or by a trans- 
fer of title to the goods to be transported, or by other adequate security, 
such as a warehouse receipt, or the pledge of goods actually sold. 

(c) The aggregate of bills, domestic and foreign, of any one 
drawer, drawn on and accepted by any firm, person, company, or cor- 
poration (other than a bank or trust company), engaged in the business 
of discounting or accepting, and purchased or discounted by a federal 
reserve bank, shall at no time exceed a sum equal to a definite per- 
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centage of the paid-in capital of such federal reserve bank, such per- 
centage to be fixed, from time to time by the Federal Reserve Board ; but 
this restriction shall not apply to the purchase or discount of bills 
drawn in good faith against actually existing values; that is, bills the 
acceptor of which is secured by a lien on or by a transfer of title to 
the goods to be transported or by other adequate security, such as a 
warehouse receipt, or the pledge of goods actually sold. 

(d) The aggregate of bankers' acceptances, domestic and foreign, 
made by any one firm, person, company, or corporation (other than a 
bank or trust company) engaged in the business of discounting or ac- 
cepting, discounted or purchased by a federal reserve bank without the 
indorsement of a member bank, shall at no time exceed a sum equal 
to a definite percentage of the paid-in capital of such federal re- 
serve bank; such percentage to be fixed from time to time by the Fed- 
eral Reserve Board. 

(e) No federal reserve bank shall purchase a domestic or foreign 
acceptance of a "banker" other than a member bank which does not bear 
the indorsement of a member bank, unless there is furnished a satisfac- 
tory statement of the financial condition of the acceptor in form to be 
approved by the Federal Reserve Board. 

(/') In purchasing or discounting bankers' acceptances or other 
bills which are secured by warehouse receipts, etc., the federal reserve 
bank should make sure that the receipt is Issued by a warehouse which 
is independent of the borrower. 

(g) Federal reserve banks should bear in mind that preference 
should be given wherever possible to acceptances indorsed by a member 
bank, discounted under section 18, because of the additional protection 
that such indorsement affords. 

B. Purchase of cable transfers and foreign bills of exchange 

In order to carry on open-market transactions in cable transfers and 
foreign bills of exchange (including foreign bankers' acceptances) — 
that is, payments to be made in, or bills payable in, foreign countries — 
it will be necessary for federal reserve banks to open accounts with 
correspondents or establish agencies in foreign countries. Such bills of 
exchange and foreign acceptances must comply with the applicable re- 
quirements of sections 18 and 14. Inasmuch as the law prescribes that 
these foreign accounts and accounts opened by federal reserve banks for 
such foreign correspondents or agents are to be established only with 
the consent of the Federal Reserve Board, federal reserve banks will be 
required to communicate with the Federal Reserve Board whenever they 
are ready to enter these foreign fields. 

The Federal Reserve Board realizes that in dealing in foreign ex- 
change the federal reserve banks must necessarily have wide discretion 
in determining the rates at which they will buy or sell. It is not neces- 
sary that foreign bills shall have been actually accepted at the time of 
purchase. The Federal Reserve Board, however, will require that unac- 



AND COGNATE STATUTES 281 

cepted "long bills/' payable in foreign countries, when purchased, unless 
secured by documents, shall bear one satisfactory indorsement other than 
those of the drawer or acceptor, preferably that of a banker. Federal 
reserve banks should exercise due caution in dealing in foreign bills, and 
boards of directors should fix a limit within which the acceptances or 
bills of a single firm may be taken. 

C. Purchase of domestic bills of exchange 

(a) Before purchasing domestic bills of exchange under the pro- 
visions of section 14, the federal reserve bank must secure statements 
concerning the condition and standing of the drawer of the paper, and, 
if possible, also of the acceptor of the bill, sufficient to satisfy the bank 
as to the nature and quality of the paper to be purchased. 

(6) No federal reserve bank will be permitted to purchase bills of 
any one drawer, or issued upon any one maker to an amount to exceed 
in the aggregate a percentage of its capital, to be fixed from time to 
time by the Federal Reserve Board, except when secured by approved 
warehouse receipts, bills of lading, or other such documents covering 
readily marketable goods. The aggregate amount drawn on any one ac- 
ceptor, purchased by federal reserve banks, shall not exceed a reasonable 
percentage of the stated net worth of the parties whose names appear 
upon the paper. 

D. Rediscounts of agricultural paper 

Any federal reserve bank may discount notes, drafts and bills 
drawn or issued for agricultural purposes or based on live stock and 
having a maturity not exceeding six months, exclusive of days of grace, 
up to an amount not exceeding five per cent, of its assets. Should any 
such bank desire to discount such paper in excess of that amount it 
should file with the Federal Reserve Board an application stating the 
limit desired and the necessity for an increase in the percentage fixed 
above. 

Regulation L, series of 1915, governing clearings between federal 
reserve banks (i. e., gold-settlement fund), remains in force as previous- 
ly issued. 

Regulation O, series of 1915, containing instructions to federal re- 
serve agents in the matter of issuance and redemption of federal re- 
serve notes, will be reissued in a somewhat modified form. 

CIRCULAR NO. 2, 1 SERIES OF 1916 

Washington, September 16, 1916. 

The accompanying revision of the Federal Reserve Board's regula- 
tions, which has been delayed by the desire to incorporate all changes 
occasioned by amendment of the Federal Reserve Act, is, for the greater 



iCircuIar No. 1 of May 1, 1916, Check Clearing and Collection, in slightly 
modified form, is reissued herein as Regulation J. 
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convenience of member banks, now issued in pamphlet form, and is a 
compendium of all regulations applicable to the transactions of mem- 
ber banks. All previous issues of regulations are superseded by the 
present issue, to which alone reference will hereafter be made. 

Instructions which concern only federal reserve agents or federal 
reserve banks will be covered in separate letters or regulations. 

W. P. G. Harding, Governor. 

Sherman Allen, Assistant Secretary. 

REGULATION A, SERIES OF 1916 
(Superseding Regulations B, C, P, Q, and R of 1915.) 

REDISCOUNTS UNDER SECTION 18 
A. NOTES, DRAFTS, AND BILLS OP EXCHANGE 

I. General statutory provisions 

Any federal reserve bank may discount for any of its member banks 
any note, draft, or bill of exchange provided — 

(a) It has a maturity at the time of discount of not more than 
ninety days, exclusive of days of grace; but if drawn or issued for agri- 
cultural purposes or based on livestock, it may have a maturity at the 
time of discount of not more than six months, exclusive of days of grace. 

(o) It arose out of actual commercial transactions; that is, it most 
be a note, draft, or bill of exchange which has been issued or drawn for 
agricultural, industrial, or commercial purposes, or the proceeds of 
which have been used or are to be used for such purposes. 

(c) It was not issued for carrying or trading in stocks, bonds, or 
other investment securities, except bonds and notes of the Government 
of the United States. 

(d) The aggregate of notes, drafts and bills bearing the signature 
or indorsement of any one borrower, whether a person, company, firm, 
or corporation rediscounted for any one member bank shall at no time 
exceed ten per cent, of the unimpaired capital and surplus of such bank; 
but this restriction shall not apply to the discount of bills of exchange 
drawn in good faith against actually existing values. 

(e) It is indorsed by a member bank. 

(/*) It conforms to all applicable provisions of this regulation. 

II. General character of notes, drafts and bills of exchange eligible 

The Federal Reserve Board, exercising its statutory right to define 
the character of a note, draft, or bill of exchange eligible for redis- 
count at a federal reserve bank, has determined that — 

(a) It must be a note, draft, or bill of exchange the proceeds of 
which have been used or are to be used in producing, purchasing, carry- 
ing, or marketing goods 1 in one or more of the steps of the process of 
production, manufacture, or distribution. 




»When used in this regulation the word "goods" shall be construed to include 
goods, wares, merchandise, or agricultural products, including live stock. 
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(b) It must not be a note, draft, or bill of exchange the proceeds 
of which have been used or are to be used for permanent or fixed in- 
vestments of any kind, such as land, buildings, or machinery. 

(c) It must not be a note, draft, or bill of exchange the proceeds 
of which have been used or are to be used for investments of a purely 
speculative character. 

(d) It may be secured by the pledge of goods or collateral, pro- 
vided it is otherwise eligible. 

III. Applications for rediscount 

All applications for the rediscount of notes, drafts, or bills of ex- 
change must contain a certificate of the member bank, in form to be 
prescribed by the federal reserve bank, that, to the best of its knowledge 
and belief, such notes, drafts, or bills of exchange have been issued for 
one or more of the purposes mentioned in II (a). 

IV. Promissory notes 

(a) Definition. — A promissory note, within the meaning of this 
regulation, is defined as an unconditional promise, in writing, signed by 
the maker, to pay, in the United States, at a fixed or determinable 
future time, a sum certain in dollars to order or to bearer. 

(6) Evidence of eligibility and requirement of statements. — A fed- 
eral reserve bank must be satisfied by reference to the note or other- 
wise that it is eligible for rediscount. Compliance of a note with II (6) 
may be evidenced by a statement of the borrower showing a reasonable 
excess of quick assets over current liabilities. The member bank shall 
certify in its application whether the note offered for rediscount has 
been discounted for a depositor or another member bank or whether it 
has been purchased from a non-depositor. It must also certify whether 
a financial statement of the borrower is on file. 

Such financial statements must be on file with respect to all notes 
offered for rediscount which have been purchased from .sources other 
than a depositor or a member bank. With respect to any other note 
offered for rediscount, if no statement is on file, a federal reserve bank 
shall use its discretion in taking the steps necessary to satisfy itself as 
to eligibility. It is authorized to waive the requirement of a statement 
with respect to any note discounted by a member bank for a depositor 
or another member bank — 

(1) If it is secured by a warehouse, terminal, or other similar 
receipt covering goods in storage. 

(2) If the aggregate of obligations of the borrower rediscounted 
and offered for rediscount at the federal reserve bank is less than a 
sum equal to ten per cent, of the paid-in capital of the member bank 
and does not exceed $5,000. 
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V. Drafts, bills of exchange, and trade acceptances 

(a) Definition. — A draft or bill of exchange, within the meaning 
of this regulation, is defined as an unconditional order in writing, ad- 
dressed by one person to another other than a banker as denned under 
B (o), signed by the person giving it, requiring the person to whom it 
is addressed, to pay, in the United States, at a fixed or determinable 
future time, a sum certain in dollars to the order of a specified person; 
and a trade acceptance is defined as a draft or bill of exchange drawn 
by the seller on the purchase of goods sold and accepted by such pur- 
chaser. 

(o) Evidence of eligibility. — A federal reserve bank shall take 
such steps as it deems necessary to satisfy itself as to the eligibility of 
the draft or bill offered for rediscount, unless it presents prima facie 
evidence thereof or bears a stamp or certificate affixed by the acceptor 
or drawer showing that it is a trade acceptance. 

VI. Six months' agricultural paper 

(a) Definition. — Six months' agricultural paper, within the mean- 
ing of this regulation, is defined as a note, draft, bill of exchange, or 
trade acceptance drawn or issued for agricultural purposes, or based on 
live stock; that is, a note, draft, bill of exchange, or trade acceptance 
the proceeds of which have been used, or are to be used, for agricultural 
purposes, including the breeding, raising, fattening, or marketing of live 
stock, and which has a maturity at the time of discount of not more 
than six months, exclusive of days of grace. 

(6) Eligibility. — To be eligible for rediscount six months' agricul- 
tural paper, whether a note, draft, bill of exchange, or trade acceptance, 
must comply with the respective sections of this regulation which would 
apply to it if its maturity were ninety days or less. 

VII. Commodity paper 

(a) Definition. — Commodity paper within the meaning of this 
regulation is defined as a note, draft, bill of exchange, or trade ac- 
ceptance accompanied and secured by shipping documents or by a ware- 
house, terminal, or other similar receipt covering approved and readily 
marketable, nonperishable staples properly insured. 

(o) Eligibility. — To be eligible for rediscount at the special rates 
authorized to be established for commodity paper, such a note, draft, 
bill of exchange, or trade acceptance must also comply with the re- 
spective sections of this regulation applicable to it, must conform to the 
requirements of the federal reserve bank relating to shipping docu- 
ments, receipts, insurance, etc., and must be a note, draft, bill of ex- 
change, or trade acceptance on which the rate of interest or discount — 
including commission — charged the maker, does not exceed six per cent, 
per annum. 

B. BANKER8' ACCEPTANCES 

(a) General statutory provisions. — Any federal reserve bank may 
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discount for any of its member banks bankers' acceptances which have a 
maturity at the time of discount of not more than three months' sight, 
exclusive of days of grace, which are indorsed by at least one member 
bank, and which grow out of transactions involving the importation or 
exportation of goods; or which grow out of transactions involving the 
domestic shipment of goods, providing shipping documents are attached 
at the time of acceptance; or which are secured at the time of ac- 
ceptance by a warehouse receipt or other such document conveying or 
securing title covering readily marketable staples. Any federal reserve 
bank may also acquire drafts or bills of exchange drawn on member 
banks by banks or bankers in foreign countries or dependencies or insu- 
lar possessions of the United States for the purpose of furnishing dol- 
lar exchange. 

(6) Definition. — A banker's acceptance within the meaning of this 
regulation is defined as a draft or bill of exchange of which the ac- 
ceptor is a bank or trust company, or a firm, person, company, or cor- 
poration engaged in the business of granting bankers' acceptance credits. 

(c) Eligibility. — To be eligible for rediscount the bill must have 
been drawn under a credit opened for the purpose of conducting, or set- 
tling accounts resulting from, a transaction or transactions involving (1) 
the shipment of goods between the United States and any foreign coun- 
try, or between the United States and any of its dependencies or insu- 
lar possessions, or between foreign countries, or (2) the domestic ship- 
ment of goods, provided shipping documents are attached at the time of 
acceptance; or it must be a bill which is secured at the time of ac- 
ceptance by a warehouse receipt or other such document conveying or 
securing title covering readily marketable staples. Any federal reserve 
bank may also acquire drafts or bills drawn by a bank or banker in a 
foreign country or dependency or insular possession of the United 
States for the purpose of furnishing dollar exchange and accepted by a 
member bank in accordance with the provisions of Regulation C, page 
7. Such drafts or bills may be acquired prior to acceptance provided 
they have the indorsement of a member bank. 

(d) Evidence of eligibility. — A federal reserve bank must be satis- 
fied, either by reference to the acceptance itself or otherwise, that it is 
eligible for rediscount. Satisfactory evidence of eligibility may consist 
of a stamp or certificate affixed by the acceptor in form satisfactory to 
the federal reserve bank. 

REGULATION B, SERIES OF 1916 
(Superseding Regulations S and T of 1915.) 

OPEN-MARKET PURCHASES OP BILLS OF EXCHANGE, TRADE ACCEPTANCES, 

AND BANKER8* ACCEPTANCES UNDER SECTION 14 

I. General statutory provisions 

Section 14 of the Federal Reserve Act permits federal reserve 
banks under rules and regulations to be prescribed by the Federal 
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Reserve Board, to purchase and sell in the open market from banks, 
firms, corporations, or individuals bankers' acceptances and bills of ex- 
change of the kinds and maturities made eligible by the act for redis- 
count, with or without the indorsement of a member bank. 

II. General character of bills and acceptances eligible 

The Federal Reserve Board, exercising its statutory right to regu- 
late the purchase of bills of exchange and acceptances, has determined 
that a bill of exchange or acceptance, to be eligible for purchase by 
federal reserve banks under section 14 — 

(a) Must not have been issued for carrying or trading in stocks, 
bonds, or other investment securities, except bonds and notes of the 
government of the United States. 

(6) Must not be a bill the proceeds of which have been used or are 
to be used for permanent or fixed investments of any kind, such as land, 
buildings, or machinery, or for investments of a merely speculative 
character. 

(c) Must have been accepted by the drawee prior to purchase by a 
federal reserve bank unless it is accompanied and secured by shipping 
documents or by a warehouse, terminal, or other similar receipt convey- 
ing security title. 

(d) May be secured by the pledge of goods 1 or collateral, pro- 
vided it is otherwise eligible. 

In addition to the above general requirements, each bill of exchange 
and trade acceptance purchased under the terms of this regulation must 
also conform to the more specific requirements set forth under III, and 
each bankers* acceptance must also conform to the more specific require- 
ments set forth under IV. 

III. Bills of exchange and trade acceptances 

(a) Definition. — A bill of exchange, within the meaning of this 
regulation, is defined as an unconditional order in writing, addressed by 
one person to another, other than a banker as defined under IV (a), 
signed by the person giving it, requiring the person to whom it is ad- 
dressed to pay in the United States, at a fixed or determinable future 
time, a sum certain in dollars to the order of a specified person; and a 
trade acceptance is defined as a bill of exchange drawn by the seller on 
the purchaser of goods sold and accepted by such purchaser. 

(b) Eligibility — To be eligible for purchase the bill must have 
arisen out of an actual commercial transaction, domestic or foreign; 
that is, it must be a bill which has been issued or drawn for agricul- 
tural, industrial, or commercial purposes or the proceeds of which have 
been used or are to be used for the purpose of producing, purchasing, 
carrying or marketing goods in one or more of the steps of the process 



i\Vhen used in this regulation the word "goods" shall be construed to include 
goods, wares, merchandise, or agricultural products, including live stock. 
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of production, manufacture, or distribution. It must have a maturity at 
time of purchase of not more than ninety days, exclusive of days of 
grace. 

(c) Evidence of eligibility. — A federal reserve bank shall take 
such steps as it deems necessary to satisfy itself as to the eligibility of 
the bill offered for purchase, unless it presents prima fade evidence 
thereof or bears a stamp or certificate affixed by the acceptor or drawer 
showing that it is a trade acceptance. 

(d) Statements. — Unless indorsed by a member bank, a bill is not 
eligible for purchase until a satisfactory statement has been furnished 
of the financial condition of one or more of the parties thereto. 

IV. Bankers' acceptances 

(a) Definition. — A bankers' acceptance, within the meaning of this 
regulation, is a bill of exchange of which the acceptor is a bank or trust 
company, or a firm, person, company, or corporation engaged in the 
business of granting bankers' acceptance credits. 

(6) Eligibility. — To be eligible for purchase the bill, which must 
have a maturity at time of purchase of not more than three months, 
exclusive of days of grace, must have been drawn under a credit opened 
for the purpose of conducting, or settling accounts resulting from, a 
transaction or transactions involving — 

(1) The shipments of goods between the United States and any for- 

eign country or between the United States and any of its 
dependencies or insular possessions, or between foreign 
countries, or 

(2) The shipment of goods within the United States, provided the 

bill at the time of its acceptance is accompanied by ship- 
ping documents, or 
(8) The storage within the United States of readily marketable 
goods, provided the acceptor of the bill is secured by 
warehouse, terminal, or other similar receipt, or 
(4) The storage within the United States of goods which have been 
actually sold, provided the acceptor of the bill is secured 
by the pledge of such goods; 
or it must be a bill drawn by a bank or banker in a foreign country or 
dependency or insular possession of the United States for the purpose 
of furnishing dollar exchange. In this latter case the bank or banker 
drawing the bill must be in a country, dependency, or possession whose 
usages of trade have been determined by the Federal Reserve Board to 
require the drawing of bills of this character. 

(c) Evidence of eligibility. — A federal reserve bank must be satis- 
fied either by reference to the acceptance itself, or otherwise, that it is 
eligible for purchase. Satisfactory evidence of eligibility may consist 
of a stamp or certificate affixed by the acceptor, in form satisfactory to 
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the federal reserve bank. No evidence of eligibility is required with 
respect to a bill accepted by a National bank. 

(d) Statements. — Bankers' acceptances, other than those accepted 
or indorsed by member banks, shall be eligible for purchase only after 
the acceptor has furnished a satisfactory statement of financial condi- 
tion in form to be approved by the Federal Reserve Board and has 
agreed in writing with a federal reserve bank to inform it upon request 
concerning the transactions underlying such acceptances. 

REGULATION C, SERIES OF 1916 

ACCEPTANCE BY MEMBER BANKS OP DRAFTS DRAWN TO FURNISH DOLLAR 

EXCHANGE 

I. Statutory provisions 

Section 13 of the Federal Reserve Act provides that any member 
bank may accept drafts or bills of exchange drawn upon it having not 
more than three months' sight to run, exclusive of days of grace, drawn, 
under regulations to be prescribed by the Federal Reserve Board, by 
banks or bankers in foreign countries or dependencies or insular posses- 
sions of the United States for the purpose of furnishing dollar ex- 
change as required by the usages of trade in the respective countries, 
dependencies, or insular possessions. 

No member bank shall accept such drafts or bills of exchange for 
any one bank to an amount exceeding in the aggregate ten per cent, 
of the paid-up and unimpaired capital and surplus of the accepting 
bank unless the draft or bill of exchange is accompanied by documents 
conveying or securing title or by some other adequate security. No 
member bank shall accept such drafts or bills in an amount exceeding 
at any time in the aggregate one-half of its paid-up and unimpaired 
capital and surplus. 

II. Regulations 

Any member bank desiring to accept drafts drawn by banks or 
bankers in foreign countries or dependencies or insular possessions of 
the United States for the purpose of furnishing dollar exchange shall 
first make an application to the Federal Reserve Board setting forth the 
usages of trade in the respective countries, dependencies, or insular pos- 
sessions in which such banks or bankers are located. 

If the Federal Reserve Board should determine that the usages of 
trade in such countries, dependencies, or possessions require the grant- 
ing of the acceptance facilities applied for, it will notify the applying 
bank of its approval and will also publish in the Federal Reserve Bul- 
letin the name or names of those countries, dependencies, or possessions 
in which banks or bankers are authorized to draw on member banks 
whose applications have been approved for the purpose of furnishing 
dollar exchange. 
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The Federal Reserve Board reserves the right to modify or on 
ninety days' notice to revoke its approval either as to any particular 
member bank or as to any foreign country or dependency or insular 
possession of the United States in which it has authorised banks or 
bankers to draw on member banks for the purpose of furnishing dollar 
exchange. 

REGULATION D, SERIES OF 1916 
(Superseding Regulation £ of 1915.) 

TIME DEPOSITS AND SAVINGS ACCOUNTS 

Section 19 of the Federal Reserve Act provides, in part, as follows: 
Demand deposits, within the meaning of this act, shall comprise 
all deposits payable within thirty days, and time deposits shall com- 
prise all deposits payable after thirty days, and all savings accounts 
and certificates of deposit which are subject to not less than thirty days' 
notice before payment. 

Time deposits, open accounts 

The term "time deposits, open accounts" shall be held to include all 
accounts, not evidenced by certificates of deposit or savings pass books, 
in respect to which a written contract is entered into with the depositor 
at the time the deposit is made that neither the whole nor any part of 
such deposit may be withdrawn by check or otherwise, except on a given 
date or on written notice given by the depositor a certain specific num- 
ber of days in advance, in no case less than thirty days. 

Savings accounts 

The term "savings accounts" shall be held to include those accounts 
of the bank in respect to which, by its printed regulations, accepted by 
the depositor at the time the account is opened — 

(a) The pass book, certificate, or other similar form of receipt 
must be presented to the bank whenever a deposit or withdrawal is 
made, and 

(6) The depositor may at any time be required by the bank to 
give notice of an intended withdrawal not less than thirty days before a 
withdrawal is made. 

Time certificates of deposit 

A "time certificate of deposit" is defined as an instrument evi- 
dencing the deposit with a bank, either with or without interest, of a 
certain sum specified on the face of the certificate payable in whole or 
in part to the depositor or on his order — 

(a) On a certain date, specified on the certificate, not less than 
thirty days after the date of the deposit, or 

(6) After the lapse of a certain specified time subsequent to the 
date of the certificate, in no case less than thirty days, or 

(c) Upon written notice given a certain specified number of days, 
not less than thirty days before the date of repayment, and 
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(d) In all cases only upon presentation of the certificate at each 
withdrawal for proper indorsement or surrender. 

REGULATION E, SERIES OF 1916 
(Superseding Regulation F of 1916.) 

PURCHASE OF WARRANTO 

Statutory requirements 

Section 14 of the Federal Reserve Act reads in part as follows: 

Every federal reserve bank shall have power — . 

(6) To buy and sell, at home or abroad, bonds and notes of the 
United States, and bills, notes, revenue bonds and warrants with a 
maturity from date of purchase of not exceeding six months, issued in 
anticipation of the collection of taxes or in anticipation of the receipt 
of assured revenues by any State, county, district, political subdivision, 
or municipality in the continental United States, including irrigation, 
drainage, and reclamation districts, such purchases to be made in ac- 
cordance with rules and regulations prescribed by the Federal Reserve 
Board. 

For brevity's sake, the term "warrant" when used in this regulation 
shall be construed to mean "bills, notes, revenue bonds, and warrants 
with a maturity from date of purchase of not exceeding six months/' 
and the term "municipality" shall be construed to mean "State, county, 
district, political subdivision, or municipality in the continental United 
States, including irrigation, drainage, and reclamation districts." 

Regulation 

I. Any federal reserve bank may purchase warrants issued by a 
municipality in anticipation of the collection of taxes or in anticipation 
of the receipt of assured revenues, provided — 

(a) They are the general obligations of the entire municipality; 
it being intended to exclude as ineligible for purchase all such obliga- 
tions as are payable from "local benefit" and "special assessment" 
taxes when the municipality at large is not directly or ultimately liable; 

(6) They are issued in anticipation of taxes or revenues which 
are due and payable on or before the date of maturity of such war- 
rants; but the Federal Reserve Board may waive this condition in 
specific cases. For the purposes of this regulation, taxes shall be con- 
sidered as due and payable on the last day on which they may be paid 
without penalty; 

(c) They are issued by a municipality — 

(1) Which has been in existence 1 for a period of ten years; 

(2) Which for a period of ten years previous to the purchase has 
not defaulted 1 for longer than fifteen days in the payment of any part 
of either principal or interest of any funded debt authorized to be con- 
tracted by it; 
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(8) Whose net funded indebtedness 1 does not exceed ten per 
cent, of the valuation of its taxable property, to be ascertained by 
the last preceding valuation of property for the assessment of taxes. 

II. Except with the approval of the Federal Reserve Board, no 
federal reserve bank shall purchase and hold an amount in excess of 
twenty-five per cent, of the total amount of warrants outstanding 
at any time and issued in conformity with provisions of section 14 (6) 
above quoted, and actually sold by a municipality. 

III. Except with the approval of the Federal Reserve Board, the 
aggregate amount invested by any federal reserve bank in warrants of 
all kinds shall not exceed at the time of purchase a sum equal to ten 
per cent, of the deposits kept by its member banks with such federal 
reserve bank. 

IV. Except with the approval of the Federal Reserve Board, the 
maximum amount which may be invested at the time of purchase by 
any federal reserve bank in warrants of any single municipality shall 
be limited to the following percentages of the deposits kept in such 
federal reserve bank by its member banks: 

Five per cent, of such deposits in warrants of a municipality of 
50,000 population or over; 

Three per cent, of such deposits in warrants of a municipality of 
over 80,000 population, but less than 50,000; 

One per cent, of such deposits in warrants of a municipality of 
over 10,000 population, but less than 80,000. 

V. Warrants of a municipality of 10,000 population or less shall 
be purchased only with the special approval of the board. 

The population of a municipality shall be determined by the last 
Federal or State census. Where it can not be exactly determined the 
board will make special rulings. 

VI. Opinion of recognized counsel on municipal issues or of the 
regularly appointed counsel of the municipality as to the legality of 
the issue shall be secured and approved in each case by counsel for the 
federal reserve bank. 

VII. Any federal reserve bank may purchase from any of its 
member banks warrants of any municipality, indorsed by such member 
bank, with waiver of demand, notice, and protest, up to an amount not 
to exceed ten per cent, of the aggregate capital and surplus of such 
member bank; Provided, however, That such warrants comply with pro- 
visions I and III of these regulations, except that where a period of 
ten years is mentioned in I (c) hereof a period of five years shall be 
substituted for the purposes of this clause. 

APPENDIX TO REGULATION E 
"net funded indebtedness" 

The term "net funded indebtedness" is hereby defined to mean the 
legal gross indebtedness of the municipality (including the amount of 

*See appendix to this regulation. 
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any school district or other bonds which depend for their redemption 
upon taxes levied upon property within the municipality) less the 
aggregate of the following items: 

(1) The amount of outstanding bonds or other debt obligations 
made payable from current revenues; 

(2) The amount of outstanding bonds issued for the purpose of 
providing the inhabitants of a municipality with public utilities, such 
as waterworks, docks, electric plants, transportation facilities, etc.: 
Provided, That evidence is submitted showing that the income from 
such utilities is sufficient for maintenance, for payment of interest on 
such bonds, and for the accumulation of a sinking fund for their re- 
demption ; 

(8) The amount of outstanding improvement bonds, issued under 
laws which prqvide for the levying of special assessments against 
abutting property in amounts sufficient to insure the payment of inter- 
est on the bonds and the redemption thereof; Provided, That such 
bonds are direct obligations of the municipality and included in the 
gross indebtedness of the municipality; 

(4) The total of all sinking funds accumulated for the redemption 
of the gross indebtedness of the municipality, except sinking funds 
applicable to bonds just described in (1), (2), and (8) above. 

" existence" and "nondefault" 

Warrants will be construed to comply with that part of I (c) of 
Regulation E relative to term of existence and nondefault under the 
following conditions: 

(1) Warrants issued by or in behalf of any municipality which 
was, subsequent to the issuance of such warrants, consolidated with or 
merged into an existing political division which meets the requirements 
of these regulations will be deemed to be the warrants of such political 
division: Provided, That such warrants were assumed by such political 
division under statutes and appropriate proceedings the effect of which 
is to make such warrants general obligations of such assuming political 
division and payable, either directly or ultimately, without limitation to 
a special fund from the proceeds of taxes levied upon all the taxable 
real and personal property within its territorial limits. 

(2) Warrants issued by or in behalf of any municipality which 
was, subsequent to the issuance of such warrants, wholly succeeded by 
a newly organized political division whose term of existence, added to 
that of such original political division or of any other political division 
so succeeded, is equal to a period of ten years will be deemed to be 
warrants of such succeeding political division: Provided, That during 
such period none of such political divisions shall have defaulted for a 
period exceeding fifteen days in the payment of any part of either 
principal or interest of any funded debt authorized to be contracted by 
it: And provided further, That such warrants were assumed by such 
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new political division under statutes and appropriate proceedings the 
effect of which is to make such warrants general obligations of such 
assuming political division and payable, either directly or ultimately, 
without limitation to a special fund from the proceeds of taxes levied 
upon all the taxable real and personal property within its territorial 
limits. 

(8) Warrants issued by or in behalf of any municipality which, 
prior to such issuance, became the successor of one or more, or was 
formed by the consolidation or merger of two or more, preexisting po- 
litical divisions, the term of existence of one or more of which, added 
to that of such succeeding or consolidated political division, is equal to 
a period of ten years, will be deemed to be warrants of a political 
division which has been in existence for a period of ten years: Pro- 
tided, That during such period none of such original, succeeding, or 
consolidated political divisions shall have defaulted for a period ex- 
ceeding fifteen days in the payment of any part of either principal or 
interest of any funded debt authorized to be contracted by it. 

REGULATION F, SERIES OF 1916 
(Superseding Regulation H of 1915.) 

TRU8T POWERS OF NATIONAL BANK8 

I. Statutory provision* 

The Federal Reserve Act provides: 

Sec. 11. The Federal Reserve Board shall be authorised and em- 
powered : 

(Ar) To grant by special permits to National banks applying there- 
for, when not in contravention of State or local law, the right to act as 
trustee, executor, administrator, or registrar of stocks and bonds, under 
such rules and regulations as the said board may prescribe. 

II. Applications 

A National bank desiring to exercise any or all of the privileges 
authorized by section 11, subsection (&), of the Federal Reserve Act, 
shall make application to the Federal Reserve Board on a form ap- 
proved by said board (Form No. 61). Such application shall be for- 
warded by the applying bank to the chairman of the board of directors 
of the federal reserve bank of its district, and shall thereupon be 
transmitted to the Federal Reserve Board with his recommendations. 

III. Separate departments 

Every National bank permitted to act under this section shall 
establish a separate trust department, and shall place such department 
under the management of an officer or officers, whose duties shall be 
prescribed by the board of directors of the bank. 

IV. Provision for keeping trust fundq 
The funds, securities, and investments held in each trust shall be 
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held separate and distinct from the general funds and securities of the 
bank, and separate and distinct one from another. The ledgers' and 
other books kept for the trust department shall be entirely separate 
and apart from the other books and records of the bank. 

V. Examinations 

Examiners appointed by the Comptroller of the Currency or desig- 
nated by the Federal Reserve Board will hereafter be instructed to 
make thorough and complete audits of the cash, securities, accounts, and 
investments of the trust department of every bank at the same time 
that examination is made of the banking department. 

VI. Conformity with State laws 

Nothing in these regulations shall be construed to give to a Na- 
tional bank doing business as trustee, executor, administrator, or regis- 
trar of stocks and bonds under section 11 (&) of the Federal Reserve 
Act any rights or privileges in contravention of the laws of the State 
in which the bank is located. 

VII. Revocation of permits 

The Federal Reserve Board reserves the right to revoke permits 
granted under these regulations in any case where in the opinion of the 
board a bank has willfully violated the provisions of these regulations 
or the laws of any State relating to the operations of such bank when 
acting as trustee, executor, administrator, or registrar of stocks and 
bonds. 

VIII. Changes in rules 

These regulations are subject to change by the Federal Reserve 
Board: Provided, however, That no such change shall prejudice obli- 
gations undertaken in good faith under regulations in effect at the time 
the obligation was assumed. 

REGULATION G, SERIES OF 1916 
(Superseding Regulation I of 1915.) 

LOANS ON FARM LAND AND OTHER REAL ESTATE 

Section 21 of the Federal Reserve Act provides in part that — 
Any National banking association not situated in a central reserve 
city may make loans secured by improved and unencumbered farm 
land situated within its federal reserve district or within a radius of 
one hundred miles of the place in which such bank is located, irre- 
spective of district lines, and may also make loans secured by improved 
and unencumbered real estate located within one hundred miles of the 
place in which such bank is located, irrespective of district lines; but 
no loan made upon the security of such farm land shall be made for a 
longer time than five years, and no loan made upon the security of such 
real estate as distinguished from farm land shall be made for a longer 
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time than one year, nor shall the amount of any such loan, whether 
upon such farm land or upon such real estate, exceed fifty per cent, 
of the actual value of the property offered as security. Any such 
bank may make such loans, whether secured by such farm land or such 
real estate in an aggregate sum equal to twenty-five per cent, of its 
capital and surplus or to one-third of its time deposits, and such banks 
may continue hereafter as heretofore to receive time deposits and to pay 
interest on the same. 

National banks not located in central reserve cities may, therefore, 
legally make loans secured by improved and unencumbered farm land 
or other real estate as provided by this section. 

Certain conditions and restrictions must, however, be observed — 

(a) There must be no prior lien on the land; that is, the lending 
bank must hold an absolute first mortgage or deed of trust. 

(6) The amount of the loan must not exceed fifty per cent, of 
the actual value of the land by which it is secured. 

(c) The maximum amount of loans which a National bank may 
make on real estate, whether on farm land or on other real estate as 
distinguished from farm land, is limited under the terms of the act to 
an amount not in excess of one-third of its time deposits at the time of 
the making of the loan, and not in excess of one-third of its average 
time deposits during the preceding calendar year: Provided, however, 
That if one-third of such time deposits as of the date of making the 
loan or one- third of the average time deposits for the preceding calen- 
dar year, is less than one-fourth of the capital and surplus of the bank 
as of the date of making the loan, the bank in such event shall have 
authority to make loans upon real estate under the terms of the Act to 
the extent of one-fourth of the bank's capital and surplus as of that 
date. 

(d) Farm lands to be eligible as security for a loan by a Na- 
tional bank must be situated within the Federal Reserve district in 
which such bank is located or within a radius of 100 miles of such 
bank, irrespective of district lines. 

(e) Real estate, as distinguished from farm land, to be eligible 
as securitv for a loan bv a National bank must be located within a 
radius of 100 miles of such bank, irrespective of district lines. 

(f) The right of a National bank to "make loans" under section 
24 includes the right to purchase or discount loans already made, as 
well as the right to make loans in the first instance: Provided, however, 
That no loan secured by farm land shall have a maturity of more than 
five years from the date on which it was purchased or made by the 
National bank, and that no loan secured by other real estate shall have 
a maturity of more than one year from such date. 

In order that real estate loans held by a bank may be readily classi- 
fied, a statement signed by the officers making a loan and having 



296 THE FEDERAL RESERVE ACT 

knowledge of the facts upon which it is based must be attached to 
each note secured by a first mortgage on the land by which the loan is 
secured, certifying in detail as of the date of the loan that all of the 
requirements of law have been duly observed. 

REGULATION H, SERIES OF 1916 
(Superseding Regulation M of 1915.) 

MEMBERSHIP OF STATE BANKS AND TRUST COMPANIE8 

I. Statutory requirements 

Specific provisions of the Federal Reserve Act applicable to State 
banks and trust companies which become member banks are quoted in 
the appendix to this regulation. 

II. Banks eligible for membership- 

A State bank or a trust company to be eligible for membership in a 
federal reserve bank must comply with the following conditions: 

(1) It must have been incorporated under a special or general law 
of the State or district in which it is located. 

(2) It must have a minimum paid-up unimpaired capital stock as 
follows : 

In cities or towns not exceeding 8,000 inhabitants, $25,000. 

In cities or towns exceeding 8,000 but not exceeding 6,000 inhabi- 
tants, $50,000. 

In cities or towns exceeding 6,000 but not exceeding 50,000 inhabi- 
tants, $100,000. 

In cities exceeding 50,000 inhabitants, $200,000. 

III. Application for membership 

Any eligible State bank or trust company may make application on 
Form 88, made a part of this regulation, to the federal reserve agent of 
its district for an amount of capital stock in the federal reserve bank of 
such district equal to six per cent, of the paid-up. capital stock and sur- 
plus of such State bank or trust company. 1 

Upon receipt of such application the federal reserve agent shall 
submit the same to a committee composed of the federal reserve agent, 
the governor of the federal reserve bank, and at least one other mem- 
ber of the board of directors of such bank, to be appointed by such 
board, but no class A director whose bank is in the same city or town as 
the applying bank or trust company shall be a member of such commit- 
tee. This committee shall, after receiving the report of such examina- 
tion as may be required by the federal reserve bank in pursuance of 
directions from the Federal Reserve Board, consider the application and 
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iThree per cent has already been called from National and other member 
banks, but the remainder of the subscription or any part of it shall be subject 
1o call if deemed necessary by the Federal Reserve Board. 
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transmit it to the Federal Reserve Board, with its report and recom- 
mendations. 

IV. Approval of application 

In passing upon an application the Federal Reserve Board will con- 
sider especially — 

(1) The financial condition of the applying bank or trust com- 
pany and the general character of its management. 

(2) Whether the nature of the powers exercised by the said bank 
or trust company and its charter provisions are consistent with the 
proper conduct of the business of banking and with membership in the 
federal reserve bank. 

(8) Whether the laws of the State or district in which the apply- 
ing bank or trust company is located contain provisions likely to pre- 
vent proper compliance with the provisions of the Federal Reserve Act 
and the regulations of the Federal Reserve Board made in conformity 
therewith. 

If, in the judgment of the Federal Reserve Board, an applying 
bank or trust company conforms to all the requirements of the Federal 
Reserve Act and these regulations, and is otherwise qualified for mem- 
bership, the board will issue a certificate of approval. Whenever the 
board may deem it necessary, it will impose such conditions as will in- 
sure compliance with the act and these regulations. When the certificate 
of approval and any conditions contained therein have been accepted by 
the applying bank or trust company, stock in the federal reserve bank 
of the district in which the applying bank or trust company is located 
shall be issued and paid for under the regulations of the Federal Re- 
serve Act provided for National banks which become stockholders in the 
federal reserve banks. 

V. Powers and restrictions 

Every State bank or trust company while a member of the Federal 
.Reserve System — 

(1) Shall retain its full charter and statutory rights as a State 
bank or trust company, and may continue to exercise the same functions 
as before admission, except as provided in the Federal Reserve Act and 
the Regulations of the Federal Reserve Board, including any conditions 
embodied in the certificate of approval. 

(2) Shall invest only in loans on real estate or mortgages of a 
character and to an extent which, considering the nature of its liabili- 
ties, will not impair its ability to meet current or maturing obligations. 

(8) Shall adjust, to conform with the requirements of the Federal 
Reserve Act and these regulations, within such reasonable time as may 
be determined by the board in each case, any loans it may have at the 
time of its admission to membership which are secured by its own stock, 
or any loans to one person, firm, or corporation aggregating more than 
ten per cent, of its capital and surplus or more than thirty per cent, of 
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its capital, or any real estate loans which, in the judgment of the Fed- 
eral Reserve Board, impair its ability to meet current or maturing 
obligations. 

(4) Shall maintain such improvements and changes in its bank- 
ing practice as may have been specifically required of it by the Federal 
Reserve Board as a condition of its admission, and shall not lower the 
standard of banking then required of it; and 

(5) Shall enjoy all the privileges and observe all those require- 
ments of the Federal Reserve Act and of the regulations of the Federal 
Reserve Board made in conformity therewith which are applicable to 
State banks and trust companies which have become member banks. 

VI. Withdrawals 

Any State bank or trust company desiring to withdraw from mem- 
bership in a federal reserve bank may do so twelve months after writ- 
ten notice of its intention to withdraw shall have been filed with the 
Federal Reserve Board. The board will immediately notify the federal 
reserve bank of the receipt of such notice. At the expiration of said 
twelve months such bank or trust company shall surrender all of its 
holdings of capital stock in the federal reserve bank, which stock shall 
then be canceled and the withdrawing bank or trust company shall 
thereupon be released from its stock subscription not previously called. 
Such bank or trust company shall, immediately upon the cancellation of 
its stock, cease to be a member of the federal reserve bank, and the 
federal reserve bank shall then refund to such bank or trust company a 
sum equal to the cash-paid subscription on the shares surrendered, with 
interest at the rate of one-half of one per cent, per month computed 
from the last dividend, if earned, not to exceed the book value thereof, 
and the reserve deposits, less any liability of such member to the fed- 
eral reserve bank: Provided, That no federal reserve bank shall, except 
by the specific authority of the Federal Reserve Board, cancel within 
the same calendar year more than ten per cent, of its capital stock for 
the purpose of effecting voluntary withdrawals during that year. All 
applications, including therein any on which action may have been de- 
ferred because in excess of the aforesaid ten per cent, limitation, will be 
dealt with in the order in which they were originally filed with the 
board. 

Any State bank or trust company desiring to withdraw from memr 
bership at the expiration of the twelve months' notice, notwithstanding 
the fact that the federal reserve bank has previously canceled ten per 
cent, of its stock during the same calendar year, may do so. In such 
case, however, the federal reserve bank shall not be required to repay to 
the withdrawing bank or trust company the sums due as above until such 
time as its stock would have been canceled had it not exercised this op- 
tion. The federal reserve bank shall, however, give a receipt for the 
stock surrendered. 
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VII. Examination* 

Every State bank or trust company, while a member of the Federal 
Reserve System, shall be subject to such examinations as may be pre- 
scribed by the Federal Reserve Board in pursuance of the provisions 
of the Federal Reserve Act. 

In order to avoid duplication, the board will exercise the broad dis- 
cretion vested in it by the act in accepting examinations of State banks 
and trust companies made by State authorities wherever these are sat- 
isfactory to the board and are found to be of the same standard of 
thoroughness as National bank examinations and where, in addition, sat- 
isfactory arrangements for cooperation in the matter of examination be- 
tween the designated examiners of the board and those of the States 
already exist or can be effected with State authorities. Examiners from 
the staff of the board or of the federal reserve banks will, whenever 
desirable, be designated by the board to act with the examination staff 
of the State in order that uniformity in the standard of examination 
may be assured. 

VIII. Future regulations 

The Federal Reserve Board reserves the right to make such amend- 
ments and adopt and issue, from time to time, such further regulations 
authorized by the act as it may deem necessary, but no amendment of 
section VI. of these regulations, relating to voluntary withdrawals, shall 
take effect until six months after its adoption and issue by the board. 

APPENDIX TO REGULATION H 

The Federal Reserve Act provides: 

Sec. 9. Any bank incorporated by special law of any State, or or- 
ganized under the general laws of any State or of the United States, 
may make application to the Reserve Bank Organization Committee, 
pending organization, and thereafter to the Federal Reserve Board for 
the right to subscribe to the stock of the federal reserve bank organ- 
ized or to be organized within the federal reserve district where the 
applicant is located. The organization committee or the Federal Re- 
serve Board, under such rules and regulations as it may prescribe, sub- 
ject to the provisions of this section, may permit the applying bank to 
become a stockholder in the federal reserve bank of the district in which 
the applying bank is located. Whenever the organization committee or 
the Federal Reserve Board shall permit the applying bank to become a 
stockholder in the federal reserve bank of the district, stock shall be 
issued and paid for under the rules and regulations in this act provided 
for National banks which become stockholders in federal reserve banks. 

The organization committee or the Federal Reserve Board shall es- 
tablish by-laws for the general government of its conduct in acting upon 
applications made by the State banks and banking associations and 
trust companies for stock ownership in federal reserve banks. Such by- 
laws shall require applying banks not organized under federal law to 
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comply with the reserve and capital requirements and to submit to the 
examination and regulations prescribed by the organization com- 
mittee or by the Federal Reserve Board. No applying bank 
shall be admitted to membership in a federal reserve bank 
unless it possesses a paid-up, unimpaired capital sufficient to entitle it to 
become a National banking association in the place where it is situated, 
under the provisions of the National Banking Act. 

Any bank becoming a member of a federal reserve bank under the 
provisions of this section shall, in addition to the regulations and re- 
strictions hereinbefore provided, be required to conform to the provisions 
of law imposed on the National banks respecting the limitation of liabil- 
ity which may be incurred by any person, firm or corporation to such 
banks, the prohibition against making purchase of or loans on stock of 
such banks, and the withdrawal or impairment of capital, or the pay- 
ment of unearned dividends, and to such rules and regulations as the 
Federal Reserve Board may, in pursuance thereof, prescribe. 

Such banks, and the officers, agents, and employees thereof, shall 
also be subject to the provisions of and to the penalties prescribed by 
sections fifty-one hundred and ninety-eight, fifty-two hundred, fifty-two 
hundred and one, and fifty-two hundred and eight, and fifty-two hun- 
dred and nine of the Revised Statutes. The member banks shall also be 
required to make reports of the conditions and of the payments of divi- 
dends to the comptroller, as provided in sections fifty-two hundred and 
eleven and fifty-two hundred and twelve of the Revised Statutes, and 
shall be subject to the penalties prescribed by section fifty-two hundred 
and thirteen for the failure to make such report. 

If at any time it shall appear to the Federal Reserve Board that a 
member bank has failed to comply with the provisions of this section or 
the regulations of the Federal Reserve Board, it shall be within the 
power of the said board, after hearing, to require such bank to sur- 
render its stock in the federal reserve bank; upon such surrender the 
federal reserve bank shall pay the cash-paid subscriptions to the said 
stock with interest at the rate of one-half of one per cent, per month, 
computed from the last dividend, if earned, not to exceed the book 
value thereof, less any liability to said federal reserve bank, except the 
subscription liability not previously called, which shall be canceled, and 
said federal reserve bank shall, upon notice from the Federal Reserve 
Board, be required to suspend said bank from further privileges of 
membership, and shall within thirty days of such notice cancel and re- 
tire its stock and make payment therefor in the manner herein provided. 
The Federal Reserve Board may restore membership upon due proof of 
compliance with the conditions imposed by this section. 

Sec. 19. If a State bank or trust company is required or permitted 
by the law of its State to keep its reserves either in its own vaults o* 
with another State bank or trust company or with a National bank, such 
reserve deposits so kept in such State bank or trust company or Na- 



AND COGNATE STATUTES «01 

tional bank shall be construed, within the meaning of this section, as if 
they were reserve deposits in a National bank in a reserve or central re- 
serve city for a period of three years after the Secretary of the Treas- 
ury shall have officially announced the establishment of a federal reserve 
bank in the district in which such State bank or trust company is situate. 
Except as thus provided, no member bank shall keep on deposit with 
any non-member bank a sum in excess of ten per cent, of its own paid- 
up capital and surplus. No member bank shall act as the medium or 
agent of a non-member bank in applying for or receiving discounts from 
a federal reserve bank under the provisions of this act except by per- 
mission of the Federal Reserve Board. 

Sec. 21. The Comptroller of the Currency, with the approval of 
the Secretary of the Treasury, shall appoint examiners, who shall exam- 
ine every member bank at least twice in each calendar year and oftener 
if considered necessary: Provided, however, That the Federal Reserve 
Board may authorize examination by the State authorities to be accepted 
in the case of State banks and trust companies, and may at any time 
direct the holding of a special examination of State banks or trust 
companies that are stockholders in any federal reserve bank. The exam- 
iner making the examination of any National bank, or of any other 
member bank, shall have power to make a thorough examination of all 
the affairs of the bank, and in doing so he shall have power to adminis- 
ter oaths and to examine any of the officers and agents thereof under 
oath, and shall make a full and detailed report of the condition of said 
bank to the Comptroller of the Currency. 

The Federal Reserve Board, upon the recommendation of the Comp- 
troller of the Currency, shall fix the salaries of all bank examiners and 
make report thereof to Congress. The expense of the examinations 
herein provided for shall be assessed by the Comptroller of the Cur- 
rency upon the banks examined in proportion to assets or resources held 
by the banks upon the dates of examination of the various banks. 

In addition to the examinations made and conducted by the Comp- 
troller of the Currency, every federal reserve bank may, with the ap- 
proval of the federal reserve agent or the Federal Reserve Board, pro- 
vide for special examination of member banks within its district. The 
expense of such examinations shall be borne by the bank examined. 
Such examinations shall be so conducted as to inform the federal reserve 
bank of the condition of its member banks and of the lines of credit 
which are being extended by them. Every federal reserve bank shall at 
all times furnish to the Federal Reserve Board such information as 
may be demanded concerning the condition of any member bank within 
the district of the said federal reserve bank. 

No bank shall be subject to any visitatorial powers other than such 
as are authorized by law or vested in the courts of justice, or such as 
shall be or shall have been exercised or directed by Congress, or by 
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either House thereof, or by any committee of Congress or of either 
House duly authorized. 

The Federal Reserve Board shall, at least once each year, order an 
examination of each federal reserve bank, and upon joint application of 
ten member banks the Federal Reserve Board shall order a special ex- 
amination and report of the condition of any federal reserve bank. 

REGULATION I, SERIES OF 1916 
(Superseding Regulation N of 1915.) 

INCREASE OR DECREA8E OF CAPITAL STOCK OF FEDERAL RESERVE BANKS 

Increase of capital stock 

Whenever the capital stock of any federal reserve bank shall be in- 
creased by new banks becoming members, or by the increase of capital 
or surplus of any member bank and the allotment of additional capital 
stock to such bank, the board of directors of such federal reserve bank 
shall certify such increase to the Comptroller of the Currency on Form 
58, which is made a part of this regulation. 

Decrease of capital stock 

I. Whenever a member bank reduces its capital stock or surplus, 
and, in the case of reduction of its capital, such reduction has been ap- 
proved by the Comptroller of the Currency and by the Federal Reserve 
Board in accordance with the provisions of section 28 of the Federal 
Reserve Act, it shall file with the federal reserve bank of which it is a 
member an application on Form 60, which is made a part of this regu- 
lation. When this application has been approved, the federal reserve 
bank shall take up and cancel the receipt issued to such bank for cash 
payments made on its subscription and shall issue in lieu thereof a new 
receipt after refunding to the member bank the proportionate amount due 
such bank on account of the subscription canceled. The receipt so issued 
shall show the date of original issue, so that dividends may be calculated 
thereon. 

II. Whenever a member bank shall be declared insolvent and a 
receiver appointed by the proper authorities., such receiver shall file with 
the federal reserve bank of which the insolvent bank is a member an 
application on Form 87, which is made a part of this regulation, for 
the surrender and cancellation of the stock held by, and for the refund 
of all balances due to such insolvent member bank. Upon approval of 
this application by the federal reserve agent the federal reserve bank 
shall accept and cancel the stock surrendered, and shall adjust accounts 
between the member bank and the federal reserve bank by applying to 
the indebtedness of the insolvent member bank to such federal reserve 
bank all cash-paid subscriptions made by it on the stock canceled with 
one-half of one per cent, per month from the period of last dividend, if 
earned, not to exceed the book value thereof, and the balance, if any, 
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shall be paid to the duly authorized receiver of such insolvent member 
bank. 

III. Whenever a member bank goes into voluntary liquidation and 
a liquidating agent is appointed, such agent shall file with the federal 
reserve bank of which it is a member an application on Form 86, which 
is made a part of this regulation, for the surrender and cancellation of 
the stock held by and for the refund of all balances due to such liqui- 
dating member bank. Upon approval of this application by the federal 
reserve agent the federal reserve bank shall accept and cancel the stock 
surrendered, and shall adjust accounts between the liquidating member 
bank and the federal reserve bank by applying to the indebtedness of 
the liquidating member bank to such federal reserve bank all cash-paid 
subscriptions made by it on the stock canceled with one-half of one per 
cent, per month from the period of last dividend, if earned, not to ex- 
ceed the book value thereof, and the balance, if any, shall be paid to the 
duly authorized liquidating agent of such liquidating member bank. 

IV. Whenever the stock of a federal reserve bank shall be reduced 
in the manner provided in Paragraphs I., II., or III. of this regulation 
the board of directors of such federal reserve bank shall, in accordance 
with the provisions of section 6, file with the Comptroller of the Cur- 
rency a certificate of such reduction on Form 59, which is made a part 
of this regulation. 

• 

REGULATION J, SERIES OF 1916 
(Superseding Circular No, 1 of 1916.) 

CHECK CLEARING AND COLLECTION 

The Federal Reserve Board is empowered, under section 16 of the 
Federal Reserve Act, to require each federal reserve bank to — 

"Exercise the function of a clearing house for its member banks." 

In pursuance of the authority vested in it under the provisions of 
this section, the Federal Reserve Board, desiring to afford to both the 
public and the various member banks a direct, expeditious, and economi- 
cal system of check collection and settlement of balances, hereby re- 
quires all federal reserve banks to exercise the functions of a clearing 
house for their respective member banks under the following general 
terms and conditions: 

Each federal reserve bank will receive at par from its member banks 
checks 1 drawn on all member banks, whether in its own district or other 
districts, and checks drawn upon non-member banks when such checks 
can be collected by the federal reserve banks at par. 

Each federal reserve bank will receive at par from other federal re- 
serve banks checks drawn upon all member banks of its district and upon 



iA check is generally defined as a draft or order upon a bank or banking 
hou6e, purporting to be drawn upon a deposit of funds, for the payment at all 
events of a certain sum of money to a certain person therein named, or to him 
or his order, or to bearer, and payable instantly on demand. 
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either House thereof, or by any committee of Congress or of either 
House duly authorized. 

The Federal Reserve Board shall, at least once each year, order an 
examination of each federal reserve bank, and upon joint application of 
ten member banks the Federal Reserve Board shall order a special ex- 
amination and report of the condition of any federal reserve bank. 

REGULATION I, SERIES OF 1916 
(Superseding Regulation N of 1915.) 

INCREASE OR DECREA8E OF CAPITAL 8TOCK OF FEDERAL RE8ERVE BANKS 

Increase of capital stock 

Whenever the capital stock of any federal reserve bank shall be in- 
creased by new banks becoming members, or by the increase of capital 
or surplus of any member bank and the allotment of additional capital 
stock to such bank, the board of directors of such federal reserve bank 
shall certify such increase to the Comptroller of the Currency on Form 
58, which is made a part of this regulation. 

Decrease of capital stock 

I. Whenever a member bank reduces its capital stock or surplus, 
and, in the case of reduction of its capital, such reduction has been ap- 
proved by the Comptroller of the Currency and by the Federal Reserve 
Board in accordance with the provisions of section 28 of the Federal 
Reserve Act, it shall file with the federal reserve bank of which it is a 
member an application on Form 60, which is made a part of this regu- 
lation. When this application has been approved, the federal reserve 
bank shall take up and cancel the receipt issued to such bank for cash 
payments made on its subscription and shall issue in lieu thereof a new 
receipt after refunding to the member bank the proportionate amount due 
such bank on account of the subscription canceled. The receipt so issued 
shall show the date of original issue, so that dividends may be calculated 
thereon. 

II. Whenever a member bank shall be declared insolvent and a 
receiver appointed by the proper authorities, such receiver shall file with 
the federal reserve bank of which the insolvent bank is a member an 
application on Form 87, which is made a part of this regulation, for 
the surrender and cancellation of the stock held by, and for the refund 
of all balances due to such insolvent member bank. Upon approval of 
this application by the federal reserve agent the federal reserve bank 
shall accept and cancel the stock surrendered, and shall adjust accounts 
between the member bank and the federal reserve bank by applying to 
the indebtedness of the insolvent member bank to such federal reserve 
bank all cash-paid subscriptions made by it on the stock canceled with 
one-half of one per cent, per month from the period of last dividend, if 
earned, not to exceed the book value thereof, and the balance, if any, 
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shall be paid to the duly authorized receiver of such insolvent member 
bank. 

III. Whenever a member bank goes into voluntary liquidation and 
a liquidating agent is appointed, such agent shall ' file with the federal 
reserve bank of which it is a member an application on Form 86, which 
is made a part of this regulation, for the surrender and cancellation of 
the stock held by and for the refund of all balances due to such liqui- 
dating member bank. Upon approval of this application by the federal 
reserve agent the federal reserve bank shall accept and cancel the stock 
surrendered, and shall adjust accounts between the liquidating member 
bank and the federal reserve bank by applying to the indebtedness of 
the liquidating member bank to such federal reserve bank all cash-paid 
subscriptions made by it on the stock canceled with one-half of one per 
cent, per month from the period of last dividend, if earned, not to ex- 
ceed the book value thereof, and the balance, if any, shall be paid to the 
duly authorized liquidating agent of such liquidating member bank. 

IV. Whenever the stock of a federal reserve bank shall be reduced 
in the manner provided in Paragraphs I., II., or III. of this regulation 
the board of directors of such federal reserve bank shall, in accordance 
with the provisions of section 6, file with the Comptroller of the Cur- 
rency a certificate of such reduction on Form 59, which is made a part 
of this regulation. 

• 

REGULATION J, SERIES OF 1916 
(Superseding Circular No. 1 of 1916.) 

CHECK CLEARING AND COLLECTION 

The Federal Reserve Board is empowered, under section 16 of the 
Federal Reserve Act, to require each federal reserve bank to — 

"Exercise the function of a clearing house for its member banks." 

In pursuance of the authority vested in it under the provisions of 
this section, the Federal Reserve Board, desiring to afford to both the 
public and the various member banks a direct, expeditious, and economi- 
cal system of check collection and settlement of balances, hereby re- 
quires all federal reserve banks to exercise the functions of a clearing 
house for their respective member banks under the following general 
terms and conditions: 

Each federal reserve bank will receive at par from its member banks 
checks 1 drawn on all member banks, whether in its own district or other 
districts, and checks drawn upon non-member banks when such checks 
can be collected by the federal reserve banks at par. 

Each federal reserve bank will receive at par from other federal re- 
serve banks checks drawn upon all member banks of its district and upon 



»A check is generally denned as a draft or order upon a bank or banking 
house, purporting to be drawn upon a deposit of funds, for the payment at all 
events of a certain sum of money to a certain person therein named, or to him 
or his order, or to bearer, and payable instantly on demand. 
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all non-member banks whose checks can be collected at par by the fed- 
eral reserve bank. The federal reserve banks will prepare a par list of 
all non-member banks, to be revised from time to time, which will be 
furnished to member banks. 

Immediate credit entry upon receipt subject to final payment will be 
made for all such items upon the books of the federal reserve bank at 
full face value, but the proceeds will not be counted as part of the min- 
imum reserve nor become available to meet checks drawn until actually 
collected in accordance with the best practice now prevailing. 

(2) Checks received by a federal reserve bank on its member banks 
will be forwarded direct to such member banks and will not be charged 
to their accounts until advice of payment has been received or until 
sufficient time has elapsed within which to receive advice of payment. 

(8) In the selection of collecting agents for handling checks on 
non-member banks member banks will be given the preference. 

(4) Under this plan federal reserve banks will receive at par from 
their member banks checks on all member banks and on non-member 
banks whose checks can be collected at par by any federal reserve bank. 
Member banks will be required by the Federal Reserve Board to provide 
funds to cover at par all checks received from or for the account of their 
federal reserve banks: Provided, however, That a member bank may 
ship lawful money or federal reserve notes from its own vaults at the 
expense of its federal reserve bank to cover any deficiency which may 
arise because of and only in the case of inability to provide items to 
offset checks received from or for the account of its federal reserve 
bank. 

(5) Section 19 of the Federal Reserve Act provides that — 

The reserve carried by a member bank with a federal reserve bank 
may, under the regulations, and subject to such penalties as may be pre- 
scribed by the Federal Reserve Board, be checked against and with- 
drawn by such member bank for the purpose of meeting existing liabili- 
ties: Provided, however, That no bank shall at any time make new loans 
or shall pay any dividends unless and until the total reserve required by 
law is fully restored. 

It is manifest that items in process of collection cannot lawfully be 
counted as part of the minimum reserve to be carried by a member bank 
with its federal reserve bank. Therefore, should a member bank draw 
against such items the draft would be charged against its reserve if 
such reserve were sufficient in amount to pay it; but any resulting im- 
pairment of reserves would be subject to all the penalties provided by 
the act. 

Inasmuch as it is essential that the law in respect to the maintenance 
by member banks of the required minimum reserve shall be strictly com- 
plied with, the Federal Reserve Board, under authority vested in it by 
section 19 of the act, hereby prescribes as the penalty for any deficiency 
in reserves a sum equivalent to an interest charge on the amount of the 
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deficiency of two per cent, per annum above the ninety-day discount 
rate of the federal reserve bank of the district in which the member 
bank is located. The board reserves the right to increase this penalty 
whenever conditions require it 

Member banks can at all times arrange to keep their reserves intact 
by rediscounting with their federal reserve bank. 

(6) Each federal reserve bank will determine by analysis the 
amounts of uncollected funds appearing on its books to the credit of each 
member bank. Such analysis will show the true status of the reserve 
held by the federal reserve bank for each member bank and will enable 
it to apply the penalty for impairment of reserve. 

A schedule of the time required within which to collect checks will 
be furnished to each member bank to enable it to determine the time at 
which any item sent to its federal reserve bank will be counted as re- 
serve and become available to meet any checks drawn. 

(7) In handling items for member banks, a federal reserve bank 
will act as agent only. The board will require that each member bank 
authorize its federal reserve bank to send checks for collection to banks 
on which checks are drawn, and, except for negligence, such federal re- 
serve bank will assume no liability. Any further requirements that the 
board may deem necessary will be set forth by the federal reserve banks 
in their letters of instruction to their member banks. , 

(8) The cost of collecting and clearing checks must necessarily be 
borne by the banks receiving the benefit and in proportion to the ser- 
vice rendered. An accurate account will be kept by each reserve bank of 
the cost of performing this service and the Federal Reserve Board will, 
by rule, fix the charge, at so much per item, which may be imposed for 
the service of clearing or collection rendered by the reserve banks, as 
provided in section 16 of the Federal Reserve Act 
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PART III. 

THE ADMINISTRATION OF THE FEDERAL 

RESERVE BOARD 

RESERVE BANK ORGANIZATION COMMITTEE 
(This committee automatically ceased its functions August 10, 1914) 

William G. McAdoo, Secretary of the Treasury, Chairman. 
D. F. Houston, Secretary of Agriculture, 
John S. Williams, Comptroller of the Currency. 

FEDERAL RESERVE ORGANIZATIONS AS OF OCTOBER 

6, 1916 1 

FEDERAL RESERVE BOARD 

William G. McAdoo, Secretary of the Treasury, ex-officio Chairman. 

John S. Williams. Comptroller of the Currency, ez-officio. 

W. P. G. Harding, Birmingham, Ala., Governor, term expires 
August 9, 1922. 

Paul M. Warburg, New York, N. Y., Vice-Governor, term expires 
August 9, 1918. 

Charles S. Hamlin, Boston, Mass., term expires August 9, 1926. 

Adolph C. Miller, San Francisco, Cal., term expires August 9, 1924. 

Frederic A. Delano, Chicago, 111., term expires August 9, 1920. 

H. Parker Willis, Secretary, New York, N. Y. 

RESERVE ADVISORY COUNCIL 

New. York — J. Pierpont Morgan, Member Executive Committee. 
Boston — Daniel G. Wing, Member Executive Committee. 
Philadelphia — Levy L. Rue, Vice-President. 
Cleveland — W. S. Rowe, Member Executive Committee. 
Richmond — J. W. Norwood. 
Atlanta — Charles A. Lyerly. 
Chicago — James B. Forgan, President. 
Minneapolis — C. T. Jaffray. 
Kansas City — E. T. Swinney. 
Dallas— T. J. Record. 
_ St Louis— Frank O. Watts. 
San Francisco — Herbert Fleishhacker. 



iThe president, vice-president and members of the executive committee were 
elected December 14, 1914. 
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GOVERNORS 
Boston 
New York 
Philadelphia 
Cleveland 
Richmond 
Atlanta 
Chicago 
St. Louis 
Minneapolis 
Kansas City 
Dallas 
San Francisco 



Alfred L. Aiken 
Benjamin Strong! Jr. 
Charles J. Rhoads 
E. R. Fancher 
George J. Seay 
Joseph A. McCord 
James B. McDongal 
Rolla Wells 
Theodore Wold 
J. Z. Miller, Jr. 
R. L. Van Zandt 
Archibald Kains 



DIRECTORS 2 

DISTRICT NO. 1 
FEDERAL RESERVE BANK OF BOSTON 

Frederic H. Curtiss, Chairman and Federal Reserve Agent. 
Walter S. Hackney, Deputy Chairman and Deputy Reserve Agent. 



Class A— Thomas P. Beal 

Charles G. Sanford 
A. M. Heard 

Class B — Chas. A. Moras 
E. R. Morse 
Chas. G. Washburn 

Class C — Frederic H. Curtiss 
Walter S. Hackney 
Allen Hollis 



Boston, Mass. 
Bridgeport, Conn. 
Manchester, N. H. 

Boston, Mass. 
Proctor, Vt. 
Worcester, Mass. 

Boston, Mass. 
Providence, R. I. 
Concord, N. H. 



Group 



«« 



«« 



M 



«« 



^Beginning November 21, 1916, and continuing for fifteen days, the regular 
election will be held for federal reserve bank directors of Classes A and B, 
whose terms expire December 31, 1916. There are three Class A directors In 
each of the twelve banks, and they are chosen by the stockholding banks of the 
reserve district. Class B directors to the number of three are chosen also by the 
member banks and are required to be persons actively engaged in commerce, 
agriculture or some other industrial pursuit. 

The Class C directors, whose terms expire on December 31, will be chosen 
by the Federal Reserve Board. There are three in each reserve district, and from 
their number the board designates one to act as chairman of the board of direc- 
tors of the re serv e district bank. 
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DISTRICT NO. 2 
FEDERAL RESERVE BANK OF NEW YORK 

Pierre Jay, Chairman and Federal Reserve Agent. 
George F. Peabody, Deputy Chairman and Deputy Reserve Agent. 



Class .A— William Woodward 
R. H. Treman 
F. D. Locke 

Class B — H. R. Towne 

W. B. Thompson 
L. R. Palmer 

Class C — Pierre Jay 

George Foster Peabody 
Charles Starek 



New York, N. Y. 
Ithaca, N. Y. 
Buffalo, N. Y. 

New York, N. Y. 
Yonkers, N. Y. 
Croton-on-Hudson, N. Y. 

New York, N. Y. 
Lake George, N. Y. 
New York, N. Y. 



Group 1 

9 
• 

1 

9 
8 



DISTRICT NO. 8 
FEDERAL RESERVE BANK OF PHILADELPHIA 

* Richard L. Austin, Chairman and Federal Reserve Agent* 
Henry B. Thompson, Deputy Chairman and Deputy Reserve Agent. 

Group 1 

9 
8 



Class A— C. J. Rhoads 
W. H. Peck 
M. J. Murphy 

Class B — A. B. Johnson 
E. S. Stuart 
G. W. F. Gaunt 

Class C — Richard L. Austin 

Henry B. Thompson 
J. Davis Brodhead 



Philadelphia, Pa. 
Scranton, Pa. 
Scranton, Pa. 

Philadelphia, Pa. 
Philadelphia, Pa. 
Mullica Hill, N. J. 

Philadelphia, Pa. 
Wilmington, Del. 
South Bethlehem, Pa, 



«« 



4€ 



ft 



«« 



tt 



1 

9 
8 



DISTRICT NO. 4 
FEDERAL RESERVE BANK OF CLEVELAND 

D. C. Wills, Chairman and Federal Reserve Agent 
Lyman H. Treadway, Deputy Chairman and Deputy Reserve Agent. 



Class A — Robert Wardrop 
W. S. Rowe 
S. B. Rankin 

Class B— T. A. Combs 
C. H. Bagley 
John Stambaugh 

Class C— D. C. Wills 

Lyman H. Treadway 
H. P. Wolfe 



Pittsburgh, Pa. 
Cincinnati, O. 
South Charleston, O. 

Lexington, Ky. 
Corry, Pa. 
Youngstown, O. 

Bellevue, Pa. 
Cleveland, O. 
Columbus, O. 



Group 1 
9 

8 

1 

9 
8 
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DISTRICT NO. 5 
FEDERAL RESERVE BANK OF RICHMOND 

Caldwell Hardy, Chairman and Federal Reserve Agent. 
James A. Moncure, Deputy Chairman and Deputy Reserve Agent. 

Class A— H. B. Wilcox 
J. F. Bruton 
Edwin Mann 

Class B — Edmund Strudwick 
D. R. Coker 
J. F. Oyster 

Class C— Caldwell Hardy 

James A. Moncure 
M. F. H. Gouverneur 



Baltimore, Md. 


Group 1 


Wilson, N. C. 


2 


Bluefield, W. Va. 


8 


Richmond, Va. 


" 1 


Hartsville, S. C. 


" 2 


Washington, D. C. 


8 


Richmond, Va. 




Richmond, Va. 




Wilmington, N. C. 





DISTRICT NO. 6 
FEDERAL RESERVE BANK OF ATLANTA 

M. B. Wellborn, Chairman and Federal Reserve Agent. 
Edward T. Brown, Deputy Chairman and Deputy Reserve Agent. 



Class A— L. P. Hillyer 
F. W. Foote 
W. H. Toole 

Class B — P. H. Saunders 
J. A. McCrary 
W. H. Hartford 

Class C— M. B. Wellborn 

Edward T. Brown 
W. H. Kettig 



Macon, Ga. 
Hattiesburg, Miss. 
Winder, Ga. 

New Orleans, La. 
Decatur, Ga. 
Nashville, Tenn. 

Anniston, Ala. 
Atlanta, Ga. 
Birmingham, Ala. 



Group 


1 


<< 


2 


« 


8 


« 


1 


« 


2 


<< 


8 



DISTRICT NO. 7 
FEDERAL RESERVE BANK OF CHICAGO 

Charles H. Bosworth, Chairman and Federal Reserve Agent. 
W. L. McLallen, Deputy Chairman and Deputy Reserve Agent. 



Class A — George M. Reynolds 
J. B. Forgan 
E. L. Johnson 

Class B — Henry B. Joy 

M. B. Hutchison 
A. H. Vogel 

Class C — Charles H. Bosworth 
W. L. McLallen 
Vacant at present 



Chicago, III. 
Chicago, 111. 
Waterloo, Iowa. 

Detroit, Mich. 
Ottumwa, Iowa. 
Milwaukee, Wis. 

Chicago, 111. 
Columbia City, Ind. 



Group 


1 


«< 


2 


«< 


8 


<« 


1 


« 


2 


« 


8 
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DISTRICT NO. 8 
FEDERAL RESERVE BANK OF ST. LOUIS 

William McC. Martin, Chairman and Federal Reserve Agent. 
T. C. Tupper, Deputy Chairman and Deputy Reserve Agent. 



Class A— Walker Hill 
F. O. Watts 
Oscar Fenley 

Class B— David C. Biggs 
W. B. Plunkett 
LeRoy Percy 

Class C— W. McC. Martin 
T. C. Tupper 
John W. Boehne 



St. Louis, Mo. 
St. Louis, Mo. 
Louisville, Ky. 

St. Louis, Mo. 
Little Rock, Ark. 
Greenville, Miss. 

St. Louis, Mo. 
St. Louis, Mo. 
Evansville, Ind. 



Group 1 

9 



tt 



«« 



« 



a 



«« 



1 

9 
8 



DISTRICT NO. 9 
FEDERAL RESERVE BANK OF MINNEAPOLIS 

John H. Rich, Chairman and Federal Reserve Agent. 
William H. Lightner, Deputy Chairman and Deputy Reserve Agent. 



Class A— E. W. Decker 
L. B. Hanna 
J. C. Bassett 

Class B— F. R. Bigelow 
F. P. Hixon 
N. B. Holter 

Class C — John H. Rich 

Wm. H. Lightner 
John W. Black 



Minneapolis, Minn. 
Fargo, N. D. 
Aberdeen, S. D. 

St. Paul, Minn. 
La Crosse, Wis. 
Helena, Mont. 

Red Wing, Minn. 
St. Paul, Minn. 
Houghton, Mich. 



Group 1 

9 
8 



a 



tt 



t* 



tt 



tt 



1 

9 
8 



DISTRICT NO. 10 
FEDERAL RESERVE BANK OF KANSAS CITY 

Charles M. Sawyer, Chairman and Federal Reserve Agent. 
F. W. Fleming, Deputy Chairman and Deputy Reserve Agent. 



Class A— J. C. Mitchell 
W. J. Bailey 
C. E. Burnham 

Class B— M. L. McClure 
T. C. Byrne 
Vacancy 

Class C — Chas. M. Sawyer 
F. W. Fleming 
R. H, Malone 



Denver, Colo. 
Atchison, Kas. 
Norfolk, Neb. 

Kansas City, Mo. 
Omaha, Neb. 

Kansas City, Mo. 
Kansas City, Mo. 
Denver, Colo. 



Group 1 
9 

8 



tt 



tt 



tt 



tt 



1 

9 
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DISTRICT NO. 11 
FEDERAL RESERVE BANK OF DALLAS 

W. F. Ramsey, Chairman and Federal Reserve Agent. 
W. B. Newsome, Deputy Chairman and Deputy Reserve Agent. 

Class A — J. T. Scott Houston, Tex. Group 1 

E. K. Smith Shreveport, La. "2 

B. A. McKinney Durant, Okla. " 8 

Class B — Marion Sansom Fort Worth, Tex. " 1 

Frank Kell Wichita Falls, Tex. " 2 

J. J. Culbertson Paris, Tex. " • 

Class C— W. F. Ramsey Dallas, Tex. 

W. B. Newsomc Dallas, Tex. 

H. O. Wooten Abilene, Tex. 

DISTRICT NO. 12 
FEDERAL RESERVE BANK OF SAN FRANCISCO 

John Perrin, Chairman and Federal Reserve Agent. 
Walton N. Moore, Deputy Chairman and Deputy Reserve Agent. 

Class A — C. K. Mcintosh San Francisco, CaL Group 1 

J. K. Lynch San Francisco, CaL " S 

Alden Anderson Sacramento, Cal. " • 

Class B — A. B. C. Dohrman San Francisco, CaL " 1 

J. A. McGregor San Francisco, CaL " 2 

E. H. Cox Madera, Cal. " • 

Class C — John Perrin Pasadena, Cal. 

Claude Gatch San Francisco, CaL 

Walton N. Moore San Francisco, CaL 

SALARIES OF OFFICERS AND DIRECTORS OF FEDERAL 

RESERVE BANKS 

District No. 1, Federal Reserve Bank of Boston; Alfred L. 

Aiken, governor $15,000 

District No. 2, Federal Reserve Bank of New York; Benjamin 

Strong, Jr., governor 80,000 

District No. 8, Federal Reserve Bank of Philadelphia; Charles 

J. Rhoads, governor 20,000 

District No. 4, Federal Reserve Bank of Cleveland; E. R. 

Fancber, governor 18,000 

District No. 5, Federal Reserve Bank of Richmond; George J. 

Seay, governor * . 12,000 

District No. 6, Federal Reserve Bank of Atlanta; Joseph A. 

McCord, governor 9,000 
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District No. 7, Federal Reserve Bank of Chicago; James B. 

McDougal, governor 20,000 

District No. 8, Federal Reserve Bank of St. Louis; Rolla 

Wells, governor 20,000 

District No. 9, Federal Reserve Bank of Minneapolis; Theo- 
dore Wold, governor 15,000 

District No. 10, Federal Reserve Bank of Kansas City; J. Z. 

Miller, Jr., governor 10,000 

District No. 11, Federal Reserve Bank of Dallas; R. L. Van 

Zandt, governor 10,000 

District No. 12, Federal Reserve Bank of San Francisco; Archi- 
bald Kains, governor 15,000 

The board approved for the directors of the federal reserve banks a 
fee of $20 for attending a directors' meeting and of $10 for attending 
meetings of the executive committee. In addition to this, directors liv- 
ing more than fifty miles from the reserve banks are allowed a per diem 
fee of $10 for every day's absence from home necessarily involved in 
such attendance, plus actual necessary traveling expenses. 



SALARIES OF THE FEDERAL RESERVE AGENTS 

District No. 1, Boston — Frederic H. Curtiss $10,000 

District No. 2, New York— Pierre Jay 16,000 

District No. 8, Philadelphia— Richard L. Austin 10,000 

District No. 4, Cleveland— D. C. Wills 10,000 

District No. 5, Richmond— Caldwell Hardy 10,000 

District No. 6, Atlanta— M. B. Wellborn 9,000 

District No. 7, Chicago— C. H. Bosworth 10,000 

District No. 8, St. Louis— William McC. Martin 10,000 

District No. 9, Minneapolis — John H. Rich 9,000 

District No. 10, Kansas City— Chas. M. Sawyer. 7,500 

District No. 11, Dallas— W. F. Ramsey 9,000 

District No. 12, San Francisco-— John Perrin 12,000 



Numbers of the Reserve Cities and of the States 

The American Bankers' Association adopted May 2, 
1911, a numerical system. The numbers of the reserve 
cities are 1 to 49. The States have the numbers 50 to 99, 
Tlie numbers 59 and 89 have not been used, but may be 
employed to number financial institutions located in Alaska 
as well as in Canada. 
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RESERVE CITIES 



1 


New York, N. Y. 


26 


Memphis, Tenn. 


2 


Chicago, 111. 




(Not a Reserve City) 


8 


Philadelphia, Pa. 


27 


Omaha, Neb. 


4 


St. Louis, Mo. 


28 


Spokane, Wash. 


5 


Boston, Mass. 


29 


Albany, N. Y. 


6 


Cleveland, O. 


80 


San Antonio, Tex. 


7 


Baltimore, Md. 


81 


Salt Lake City, Utah 


8 


Pittsburgh, Pa. 


82 


Dallas, Tex. 


9 


Detroit, Mich. 


88 


Des Moines, la. 


10 


Buffalo, N. Y. 


84 


Tacoma, Wash. 


11 


San Francisco, Cal. 


85 


Houston, Tex. 


12 


Milwaukee, Wis. 


86 


St. Joseph, Mo. 


18 


Cincinnati, 0. 


87 


Ft Worth, Tex. 


14 


New Orleans, La. 


88 


Savannah, Ga. 


15 


Washington, D. C. 


89 


Oklahoma City, Okla. 


16 


Los Angeles, CaL 


40 


Wichita, Kan. 


17 


Minneapolis. Minn. 


41 


Sioux City, la. 


18 


Kansas City, Mo. 


42 


Pueblo, Colo. 


19 


Seattle, Wash. 


48 


Lincoln, Neb. 


20 


Indianapolis, Ind. 


44 


Topeka, Kan. 


21 


Louisville, Ky. 


45 


Dubuque, la. 


22 


St. Paul, Minn. 


46 


Galveston, Tex. 


28 


Denver, Colo. 


47 


Cedar Rapids, la. 


24 


Portland, Ore. 


48 


Waco, Tex. 


25 


Columbus, O. 


49 


Muskogee, Okla. 




STATES 




™ 




Eastern 




Southeastern 


50 


New York 


60 


Pennsylvania 


51 


Connecticut 


61 


Alabama 


52 


Maine 


62 


Delaware 


58 


Massachusetts 


68 


Florida 


54 


New Hampshire 


64 


Georgia 


55 


New Jersey 


65 


Maryland 


56 


Ohio 

• 


66 


North Carolina 


57 


Rhode Island 


67 


South Carolina 


58 


Vermont 


68 


Virginia 


59 




69 


West Virginia 
Southwestern 




Central 


^ 


70 


Illinois 


80 


Missouri 


71 


Indiana 


81 


Arkansas 


72 


Iowa 


82 


Colorado 


78 


Kentucky 


88 


Kansas 
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74 


Michigan 


84 


Louisiana 


75 


Minnesota 


85 


Mississippi 


76 


Nebraska 


86 


Oklahoma 


77 


North Dakota 


87 


Tennessee 


78 


South Dakota 


88 


Texas 


79 


Wisconsin 89 

Western 




• *^ 




90 


California 


95 


New Mexico 


91 


Arizona 


96 


Oregon 


92 


Idaho 


97 


Utah 


98 


Montana 


98 


Washington 


94 


Nevada 


99 


Wyoming 



/ * 



IV.— THE FEDERAL BILL OP LADING ACT 



PART IV. 

THE FEDERAL BILL OF LADING ACT 

(The Pomerene Bill) 

August 29, 1916, the Federal Bill of Lading statute, 
very generally known as the Pomerene Bill, and which 
makes negotiable bills of lading in interstate and foreign 
commerce, was signed by the President. After eleven years 
of unceasing effort a law which makes a railroad responsible 
for goods for which it has issued a bill of lading is now a 
reality. Its history attests the difficulty that attaches to 
even a simple demand for j ustice when the opposition is or- 
ganized. 

The Pomerene Bill passed the Senate in the Sixty-second 
and again in the Sixty-third Congress, but in each instance 
it was not reported by the House Committee on Interstate 
and Foreign Commerce to which it was referred. In the 
Sixty-fourth Congress, after passing the Senate March 9, it 
was reported with a few unimportant amendments by the 
House Committee June 24 and was passed by that body 
August 9. The Senate, August 18, enacted in 1916 the bill, 
concurring in the House amendment August 29, 1916. Jan- 
uary 1, 1917, the law becomes effective. Owing to frauds in 
the cotton trade of several years ago, legislation of a cor- 
rective character has been effected in Congress since the year 
1909. One result of these abuses was to safeguard railway 
bills of lading through the issue of validation certificates. 
The new statute enacts provisions which cover bills of lading 
issued by any common carrier. • 

It recognizes the function of the bill of lading as an in- 
strument of credit and creates rules which give it a legal 
status. 

Heretofore it has been necessary to rely upon the laws of 

III 
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the different States as to bills of lading. As considerably 
over ninety per cent, of the tonnage and value of the com- 
modities shipped moves in interstate commerce, and as the 
bills of lading issued annually represent consignments of 
merchandise valued at twenty-five billion dollars and as on 
these bills of lading it is estimated that five billion dollars 
are advanced annually by the banks, the necessity for uni- 
form federal regulations to govern those bills is apparent. 
The status of the bill of lading as a negotiable and assign- 
able instrument is clearly established by the new statute, 
which provides that when a railroad issues a bill of lading in 
which the receipt of merchandise for transportation is noted, 
it shall be considered that the railroad has received the goods. 
Railroads have made a practice of issuing bills of lading 
when they have not received the goods. As bills of lading 
are made the basis for loans it is reasonable to require that 
the statements in them be truthful. A railroad responsible 
for the statements in the bills of lading issued by its agents 
and the opportunities for frauds are now very materially de- 
creased. 

During the year 1889 the United States Supreme 
Court held that a bill of lading fraudulently issued 
by the station agent of a railroad company, without re- 
ceiving the goods named in it for transportation, but 
in other respects according to the customary course of busi- 
ness, imposed no liability upon the company to an innocent 
holder who received it without knowledge or notice of fraud 
and for a valuable consideration. The Federal Bill of Lad- 
ing law modifies this decision by stating that if a bill of lad- 
ing has been issued by a carrier, or his agent, the scope of 
whose actual or apparent authority includes the issuance of 
bills of lading, the carrier shall be liable to the consignee 
named in a straight bill; or to the holder of an order bill, 
who has given value in good faith, relying upon the descrip- 
tion therein of the goods, for damages caused by the non- 
receipt by the carrier of the goods or their failure to cone- 
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spond with the description thereof in the bill at the time of 
its issue. 

Exceptionally important provisions contained in the 
statute are to the effect that where bills of lading are issued 
stating that the goods are consigned or destined to the order 
of any person named in such bill, such bill is an "order bill" 
and is negotiable. The insertion of the name of the person 
to be notified of the arrival of the goods does not limit the 
negotiability of order bills of lading. Also that order bills 
of lading shall not be issued in parts or sets. If issued in 
parts or sets, the carrier issuing them is liable to anyone who 
purchases a part for value in good faith, even though the 
purchase be after delivery of the goods by the carrier to a 
holder of one of the other parts but the issuance of order 
bills of lading in parts or sets for transportation of goods to 
Alaska, Panama, Porto Rico, the Philippines, Hawaii, or 
foreign countries, is not prohibited. 

Also that any alteration in a bill of lading after its issue 
without authority from the carrier issuing the same is void. 

Also if a carrier delivers goods for which an order bill of 
lading has been issued, the negotiation of which would trans- 
fer the right to the possession of the goods, and fails to take 
up and cancel the bill, such carrier is liable to the party who, 
for value and in good faith, purchases such bill, but it is, 
however, provided that the carrier is not liable for failure to 
deliver the goods to the consignee or owner after goods have 
been lawfully sold to satisfy a carrier's lien, or because they 
have not been claimed, or because they are perishable or 
hazardous, and except when compelled by legal process. 

At the risk of repetition it may be stated that section 22 
adopts a rule, long in force in the leading commercial States 
but not recognized by the Federal courts, which makes the 
carrier liable to a bona fide consignee or banker who pays or 
loans money upon a bill of lading issued by an authorized 
agent, certifying the receipt of goods, although no goods in 
fact have been received. It rightly applies the rule which 
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makes the principal responsible for the act of his authorized 
agent performed within the scope of his authority to one who 
relies thereon to his injury. This same principle applies to 
banks and other corporations which issue negotiable docu- 
ments and there is equal necessity that it should apply to 
carriers; otherwise the bill of lading fails to a material de- 
gree in its function as an instrument of credit. 

Section 87 gives full negotiability to bills of lading and 
thereby affords greater protection to the discounting banker 
and to the purchaser of the goods. Where they acquire a 
bill of lading in good faith, that bill is made enforceable and 
is not subject to some unknown defect in the title of a prior 
holder. The statute makes criminally liable the person who 
forges a bill of lading and the agent who issues a bill that 
does not represent goods. This is a much needed reform. 
No punishment whatever was provided for such criminals 
under the Federal law. Bills of lading purporting to rep- 
resent goods of a value of about $11,000,000 were fraudu- 
lently negotiated by Knight, Yancey & Company in 1910, 
and by LeMore & Company in 1914-1915, and no one con- 
nected with either of those frauds has been punished. This 
failure to punish admitted criminals was due to the fact that 
no Federal statute existed upon which an indictment could 
be found. 

The above features provide three exceedingly vital parts : 
integrity, full negotiability and punishment of forgery. 

The penal provision is to the effect that any person who 
with intent to defraud, falsely makes, forges, prints or pho- 
tographs any bill of lading purporting to represent goods 
received for shipment, or aids therein, shall be guilty of a 
misdemeanor, punishable by a fine not exceeding $5,000, or 
by imprisonment not exceeding five years, or both. Espe- 
cial attention is directed to the portion of the statute in re- 
lation to the rights of debtors and creditors, as well as those 
of the holder of the order bill of lading and regulations gov- 
erning the transfer and negotiation of bills of lading. 
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Text of the Act 
The statute is as follows : 

Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, That bills of lading 
issued by any common carrier for the transportation of goods in any 
territory of the United States, or the District of Columbia, or from a 
place in a State to a place in a foreign country, or from a place in one 
State to a place in another State, or from a place in one State to a place 
in the same State through another State or foreign country, shall be 
governed by this act. 

Sec. 2. That a bill in which it is stated that the goods are con- 
signed or destined to a specified person is a straight bill. 

Sec. 8. That a bill in which it is stated that the goods are con- 
signed or destined to the order of any person named in such bill is an 
order bill. Any provision in such a bill or in any notice, contract, rule, 
regulation, or tariff that it is non-negotiable shall be null and void and 
shall not affect its negotiability within the meaning of this act unless 
upon its face and in writing agreed to by the shipper. 

Sec. 4. That order bills issued in a State for the transportation 
of goods to any place in the United States on the Continent of North 
America, except Alaska and Panama, shall not be issued in parts or 
sets. If so issued, the carrier issuing them shall be liable for failure 
to deliver the goods described therein to anyone who purchases a part 
for value in good faith, even though the purchase be after the delivery 
of the goods by the carrier to a holder of one of the other parts: Pro- 
vided, however, >That nothing contained in this section shall be inter- 
preted or construed to forbid the issuing of order bills in parts or sets 
for such transportation of goods to Alaska, Panama, Porto Rico, the 
Philippines, Hawaii, or foreign countries, or to impose the liabilities set 
forth in this section for so doing. 

Sec. 5. That when more than one order bill is issued in a State for 
the same goods to be transported to any place in the United States on 
the Continent of North America, except Alaska and Panama, the word 
"duplicate." or some other word or words indicating that the document 
is not an original bill, shall be placed plainly upon the face of every 
such bill except the one first issued. A carrier shall be liable for the 
damage caused by his failure so to do to anyone who has purchased the 
bill for value in good faith as an original, even though the purchase be 
after the delivery of the goods by the carrier to the holder of the orig- 
inal bill: Provided, however, That nothing contained in this section 
shall in such case for such transportation of goods to Alaska, Panama, 
Porto Rico, the Philippines, Hawaii, or foreign countries be interpreted 
or construed so as to require the placing of the word "duplicate" there- 
on, or to impose the liabilities set forth in this section for failure so to do. 

Sec. 6. That a straight bill shall have placed plainly upon its face 
by the carrier issuing it "non-negotiable" or "not negotiable." 
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This section shall not apply, however, to memoranda or acknowledg- 
ments of an informal character. 

Sec. 7. That the insertion in an order bill of the name of a per- 
son to be notified of the arrival of the goods shall not limit the nego- 
tiability of the bill or constitute notice to a purchaser thereof of any 
rights or equities of such person in the goods. 

Sec. 8. That a carrier, in the absence of some lawful excuse, is 
bound to deliver goods upon a demand made either by the consignee 
named in the bill for the goods, or, if the bill is an order bill, by the 
holder thereof, if such a demand is accompanied by — 

(a) An offer in good faith to satisfy the carrier's lawful lien upon 
the goods: 

(b) Possession of the bill of lading and an offer in good faith to 
surrender, properly indorsed, the bill which was issued for the goods, 
if the bill is an order bill; and 

(c) A readiness and willingness to sign, when the goods are de- 
livered, an acknowledgment that they have been delivered, if such sig- 
nature is requested by the carrier. 

In case the carrier refuses or fails to deliver the goods, in compli- 
ance with a demand by the consignee or holder so accompanied, the 
burden shall be upon the carrier to establish the existence of a lawful 
excuse for such refusal or failure. 

Sec. 9. That a carrier is justified, subject to the provisions of the 
three following sections, in delivering goods to one who is — 

(a) A person lawfully entitled to the possession of the goods, or 

(b) The consignee named in a straight bill for the goods, or 

(c) A person in possession of an order bill for the goods, by the 
terms of which the goods are deliverable to his order; or which has been 
indorsed to him, or in blank by the consignee, or by the mediate or im- 
mediate indorsee of the consignee. 

Sec. 10. That where a carrier delivers goods to one who is not 
lawfully entitled to the possession of them, the carrier shall be liable to 
anyone having a right of property or possession in the goods if he de- 
livered the goods otherwise than as authorized by subdivisions (b) and 
(c) of the preceding section; and, though he delivered the goods as au- 
thorized by either of said subdivisions, he shall be so liable if prior to 
such delivery he — 

(a) Had been requested, by or on behalf of a person having a 
right of property or possession in the goods not to make such delivery, or 

(b) Had information at the time of the delivery that it was to a 
person not lawfully entitled to the possession of the goods. 

Such request or information, to be effective within the meaning of 
this section, must be given to an officer or agent of the carrier, the 
tual or apparent scope of whose duties includes action upon such a 
quest or information, and must be given in time to enable the officer or 
agent to whom it is given, acting with reasonable diligence, to stop de- 
livery of the goods. 
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Sec. 11. That except as provided in section twenty-six, and except 
when compelled by legal process, if a carrier delivers goods for which 
an order bill had been issued, the negotiation of which would transfer 
the right to the possession of the goods, and fails to take up and can- 
cel the bill, such carrier shall be liable for failure to deliver the goods 
to anyone who for value and in good faith purchases such bill, whether 
such purchaser acquired title to the bill before or after the delivery of 
the goods by the carrier and notwithstanding delivery was made to the 
person entitled thereto. 

Sec. 12. That except as provided in section twenty-six. and except 
when compelled by legal process, if a carrier delivers part of the goods 
for which an order bill had been issued and fails either — 

(a) To take up and cancel the bill, or 

(b) To place plainly upon it a statement that a portion of the 
goods has been delivered with a description which may be in general 
terms either of the goods or packages that have been so delivered or of 
the goods or packages which still remain in the carrier's possession, he 
shall be liable for failure to deliver all the goods specified in the bill 
to anyone who for value and in good faith purchases it, whether such 
purchaser acquired title to it before or after the delivery of any por- 
tion of the goods by the carrier, and notwithstanding such delivery was 
made to the person entitled thereto. 

Sec* 18. That any alteration, addition, or erasure in a bill after 
its issue without authority from the carrier issuing the same, either in 
writing or noted on the bill, shall be void, whatever be the nature and 
purpose of the change, and the bill shall be enforceable according to 
its original tenor. 

Sec. 14. That where an order bill has been lost, stolen, or de- 
stroyed a court of competent jurisdiction may order the delivery of the 
goods upon satisfactory proof of such loss, theft, or destruction; and 
upon the giving of a bond, with sufficient surety, to be approved by the 
court, to protect the carrier or any person injured by such delivery 
from any liability or loss incurred by reason of the original bill remain- 
ing outstanding. The court may also in its discretion order the payment 
of the carrier's reasonable costs and counsel fees : Provided, a voluntary 
indemnifying bond without order of court shall be binding on the par- 
ties thereto. 

The delivery of the goods under an order of the court, as provided 
in this section, shall not relieve the carrier from liability to a person 
to whom the order bill has been or shall be negotiated for value with- 
out notice of the proceedings or of the delivery of the goods. 

Sec. 15. That a bill, upon the face of which the word "duplicate" 
or some other word or words indicating that the document is not an 
original bill is placed, plainly shall impose upon the carrier issuing the 
same the liability of one who represents and warrants that such bill is 
an accurate copy of an original bill properly issued, but no other lia- 
bility. 
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Sec. 16. That no title to goods or right to their possession as- 
serted by a carrier for his own benefit shall excuse him from liability 
for refusing to deliver the goods according to the terms of a bill issued 
for them, unless such title or right is derived directly or indirectly from 
a transfer made by the consignor or consignee after the shipment, or 
from the carrier's lien. 

Sec. 17. That if more than one person claim the title or posses- 
sion of goods, the carrier may require all known claimants to interplead, 
either as a defense to an action brought against him for non-delivery 
of the goods or as an original suit, whichever is appropriate. 

Sec. 18. That if some one other than the consignee or the person 
in possession of the bill has a claim to the title or possession of the 
goods, and the carrier has information of such claim, the carrier shall 
be excused from liability for refusing to deliver the goods, either to the 
consignee or person in possession of the bill or to the adverse claimant, 
until the carrier has had a reasonable time to ascertain the validity of 
the adverse claim or to bring legal proceedings to compel all claimants 
to interplead. 

Sec. 19. That except as provided in the two preceding sections and 
in section nine, no right or title of a third person, unless enforced by 
legal process, shall be a defense to an action brought by the consignee 
of a straight bill or by the holder of an order bill against the carrier 
for failure to deliver the goods on demand. 

Sec. 20. That when goods are loaded by a carrier such carrier 
shall count the packages of goods, if package freight, and ascertain the 
kind and quantity if bulk freight, and such carrier shall not, in such 
cases, insert in the bill of lading or in any notice, receipt, contract, rule, 
regulation, or tariff, "Shipper's weight, load and count," or other words 
of like purport, indicating that the goods were loaded by the shipper 
and the description of them made by him or in case of bulk freight and 
freight not concealed by packages the description made by him. If so 
inserted, contrary to the provisions of this section, said words shall be 
treated as null and void and as if not inserted therein. 

Sec 21. That when package freight or bulk freight is loaded by 
a shipper and the goods are described in a bill of lading merely by a 
statement of marks or labels upon them or upon packages containing 
them, or by a statement that the goods are said to be goods of a cer- 
tain kind or quantity, or in a certain condition, or it is stated in the bill 
of lading that packages are said to contain goods of a certain kind or 
quantity or in a certain condition, or that the contents or condition of 
the contents of packages are unknown, or words of like purport are 
contained in the bill of lading, such statements, if true, shall not make 
liable the carrier issuing the bill of lading, although the goods are not 
of the kind or quantity or in the condition which the marks or labels 
upon them indicate, or of the kind or quantity or in the condition -they 
were said to be by the consignor. The carrier may also by inserting in 
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the bill of lading the words "Shipper's weight, load, and count," or 
other words of like purport indicate that the goods were loaded by the 
shipper and the description of them made by him; and if such state- 
ment be true, the carrier shall not be liable for damages caused by the 
improper loading or by the non-receipt or by the mis-discription of the 
goods described in the bill of lading: Provided, however, Where the 
shipper of bulk freight installs and maintains adequate facilities for 
weighing such freight, and the same are available to the carrier, then 
the carrier, upon written request of such shipper and when given a rea- 
sonable opportunity so to do, shall ascertain the kind and quantity of 
bulk freight within a reasonable time after such written request, and 
the carriers shall not in such cases insert in the bill of lading the words 
"Shippers' weight," or other words of like purport, and if so inserted 
contrary to the provisions of this section, said words shall be treated as 
hull and void and as if not inserted therein. 

Sec. 22. That if a bill of lading has been issued by a carrier or on 
his behalf by an agent or employee the scope of whose actual or appar- 
ent authority includes the receiving of goods and issuing bills of lading 
therefor for transportation in commerce among the several States and 
with foreign nations, the carrier shall be liable to (a) the owner of 
goods covered by a straight bill subject to existing rights of stoppage 
in transitu or (b) the holder of an order bill, who has given value in 
good faith, relying upon the description therein of the goods, for dam- 
ages caused by the non-receipt by the carrier of all or part of the goods 
or their failure to correspond with the description thereof in the bill at 
the time of its issue. 

Sec. 28. That if goods are delivered to a carrier by the owner or 
Dy a person whose act in conveying the title to them to a purchaser for 
/alue in good faith would bind the owner, and an order bill is issued 
for them, they can not thereafter, while in the possession of the carrier, 
be attached by garnishment or otherwise or be levied upon under an 
execution unless the bill be first surrendered to the carrier or its negoti- 
ation enjoined. The carrier shall in no such case be compelled to de- 
liver the actual possession of the goods until the bill is surrendered to 
him or impounded by the court. 

Sec. 24. That a creditor whose debtor is the owner of an order bill 
shall be entitled to such aid from courts of appropriate jurisdiction by 
injunction and otherwise in attaching such bill or in satisfying the 
claim by means thereof as is allowed at law or in equity in regard to 
property which can not readily be attached or levied upon by ordinary 
legal process. 

Sec. 25. That if an order bill is issued the carrier shall have a 
lien on the goods therein mentioned for all charges on those goods for 
freight, storage, demurrage and terminal charges, and expenses neces- 
sary for the preservation of the goods or incident to their transporta- 
tion subsequent to the date of the bill and all other charges incurred in 
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transportation and delivery, unless the bill expressly enumerates other 
charges for which a lien is claimed. In such case there shall also be a 
lien for the charges enumerated so far as they are allowed by law and 
, the contract between the consignor and the carrier. 

Sec. 26. That after goods have been lawfully sold to satisfy a 
carrier's lien, or because they have not been claimed, or because they 
are perishable or hazardous, the carrier shall not thereafter be liable for 
failure to deliver the goods themselves to the consignee or owner of the 
goods, or to a holder of the bill given for the goods when they were 
shipped, even if such bill be an order bill. 

Sec. 27. That an order bill may be negotiated by delivery where, 
by the terms of the bill, the carrier undertakes to deliver the goods to 
the order of a specified person, and such person or a subsequent in- 
dorsee of the bill has indorsed it in blank. 

Sec. 28. That an order bill may be negotiated by the indorsement 
of the person to whose order the goods are deliverable by the tenor of 
the bill. Such indorsement may be in blank or to a specified person. 
If indorsed to a specified person, it may be negotiated again by the 
indorsement of such person in blank or to another specified person. 
Subsequent negotiation may be made in like manner. 

Sec 29. That a bill may be transferred by the holder by delivery, 
accompanied with an agreement, express or implied, to transfer the 
title to the bill or to the goods represented thereby. A straight bill can 
not be negotiated free from existing equities, and the indorsement of 
such a bill gives the transferee no additional right. 

Sec 80. That an order bill may be negotiated by any person in 
possession of the same, however such possession may have been ac- 
quired, if by the terms of the bill the carrier undertakes to deliver the 
goods to the order of such person, or if at the time of negotiation the 
bill is in such form that it may be negotiated by delivery. 

Sec 81. That a person to whom an order bill has been duly nego- 
tiated acquires thereby — 

(a) Such title to the goods as the person negotiating the bill to 
him had or had ability to convey to a purchaser in good faith for value, 
and also such title to the goods as the consignee and consignor had or 
had power to convey to a purchaser in good faith for value; and 

(b) The direct obligation of the carrier to hold possession of the 
goods for him according to the terms of the bill as fully as if the car- 
rier had contracted directly with him. 

Sec 82. That a person to whom a bill has been transferred, bat 
not negotiated, acquires thereby as against the transferor the title to the 
goods, subject to the terms of any agreement with the transferor. If 
the bill is a straight bill such person also acquires the right to notify 
the carrier of the transfer to him of such bill and thereby to become the 
direct obligee of whatever obligations the carrier owed to the trans- 
feror of the bill immediately before the notification. 
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Prior to the notification of the carrier by the transferor or trans- 
feree of a straight bill the title of the transferee to the goods and the 
right to acquire the obligation of the carrier may be defeated by gar- 
nishment or by attachment or execution upon the goods by a creditor of 
the transferor, or by a notification to the carrier by the transferor or a 
subsequent purchaser from the transferor of a subsequent sale of the 
goods by the transferor. 

A carrier has not received notification within the meaning of this 
section unless an officer or agent of the carrier, the actual or apparent 
scope of whose duties includes action upon such a notification, has been 
notified; and no notification shall be effective until the officer or agent 
to whom it is given has had time, with the exercise of reasonable dili- 
gence, to communicate with the agent or agents having actual possession 
or control of the goods. 

Sec. SB. That where an order bill is transferred for value by de- 
livery, and the indorsement of the transferor is essential for negotiation, 
the transferee acquires a right against the transferor to compel him to 
indorse the bill, unless a contrary intention appears. The negotiation 
shall take effect as of the time when the indorsement is actually made. 
This obligation may be specifically enforced. 

Sec. 84. That a person who negotiates or transfers for value a 
bill by indorsement or delivery, unless a contrary intention appears, 
warants — 

(a) That the bill is genuine; 

(b) That he has a legal right to transfer it; 

(c) That he has- knowledge of no fact which would impair the 
validity or worth of the bill; 

(d) That he has a right to transfer the title to the goods, and that 
the goods are merchantable or fit for a particular purpose whenever 
such warranties would have been implied if the contract of the parties 
had been to transfer without a bill the goods represented thereby. 

Sec. 85. That the indorsement of a bill shall not make the indorser 
liable for any failure on the part of the carrier or previous indorsers 
of the bill to fulfill their respective obligations. 

Sec. 86. That a mortgagee or pledgee or other holder of a bill for 
security who in good faith demands or receives payment of the debt for 
which such bill is security, whether from a party to a draft drawn for 
such debt or from any other person, shall not be deemed by so doing to 
represent or warrant the genuineness of such bill or the quantity or 
quality of the goods therein described. 

Sec. 87. That the validity of the negotiation of a bill is not im- 
paired by the fact that such negotiation was a breach of duty on the 
part of the person making the negotiation, or by the fact that the own- 
er of the bill was deprived of the possession of the same by fraud, acci- 
dent, mistake, duress, loss, theft, or conversion, if the person to whom 
the bill was negotiated, or a person to whom the bill was subsequently 
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negotiated, gave value therefor in good faith, without notice of the 
breach of duty, or fraud, accident, mistake, duress, loss, theft or conver- 
sion. 

Sec. 88. That where a person, having sold, mortgaged, or pledged 
goods which are in a carrier's possession and for which an order bill has 
been issued, or having sold, mortgaged, or pledged the order bill rep- 
resenting such goods, continues in possession of the order bill, the sub- 
sequent negotiation thereof by that person under any sale, pledge, or 
other disposition thereof to any person receiving the same in good faith, 
for value and without notice of the previous sale, shall have the same 
effect as if the first purchaser of the goods or bill had expressly au- 
thorized the subsequent negotiation. 

Sec. 89. That where an order bill has been issued for goods no 
seller's lien or right of stoppage in transitu shall defeat the rights of 
any purchaser for value in good faith to whom such bill has been nego- 
tiated, whether such negotiation be prior or subsequent to the notifica- 
tion to the carrier who issued such bill of the seller's claim to a lien or 
right of stoppage in transitu. Nor shall the carrier be obliged to de- 
liver or justified in delivering the goods to an unpaid seller unless such 
bill is first surrendered for cancellation. 

Sec. 40. That, except as provided in section thirty-nine, nothing in 
this act shall limit the rights and remedies of a mortgagee or lien hold- 
er whose mortgage of lien on goods would be valid, apart from this act, 
as against one who for value and in good faith purchased from the 
owner, immediately prior to the time of their delivery to the carrier, the 
goods which are subject to the mortgage or lien and obtained possession 
of them. 

Sec. 41. That any person who, knowingly or with intent to de- 
fraud, falsely makes, alters, forges, counterfeits, prints or photographs 
any bill of lading purporting to represent goods received for shipment 
among the several States or with foreign nations, or with like intent ni- 
ters or publishes as true and genuine any such falsely altered, forged, 
counterfeited, falsely printed or photographed bill of lading, knowing 
it to be falsely altered, forged, counterfeited, false printed or photo- 
graphed, or aids in making, altering, forging, counterfeiting, printing 
or photographing, or uttering or publishing the same, or issues or aids 
in issuing or procuring the issue of, or negotiates or transfers for value 
a bill which contains a false statement as to the receipt of the goods, or 
as to any other matter, or who, with intent to defraud, violates, or fails 
to comply with, or aids in any violation of, or failure to comply with 
any provision of this act, shall be guilty of a misdemeanor, and, upon 
conviction, shall be punished for each offense by imprisonment not ex- 
ceeding five years, or by a fine not exceeding $5,000, or both. 

Sec 42. First. That in this act, unless the context of subject mat- 
ter otherwise requires — 

"Action" includes counterclaim, set-off and suit in equity. 
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'Bill" means bill of lading governed by this act. 
'Consignee" means the person named in the bill as the person to 
whom delivery of the goods is to be made. 

"Consignor" means the person named in the bill as the person from 
whom the goods have been received for shipment. 

"Goods" means merchandise or chattels in course of transportation 
or which have been or are about to be transported. 

"Holder" of a bill means a person who has both actual possession 
of such bill and a right of property therein. 

'Order" means an order by indorsement on the bill. 
'Person" includes a corporation or partnership, or two or more per- 
sons having a joint or common interest. 

To "purchase" includes to take as mortgagee and to take as pledgee. 

"State" includes any Territory, District, insular possession, or 
isthmian possession. 

Sec. 48. That the provisions of this Act do not apply to bills made 
and delivered prior to the taking effect thereof. 

Sec. 44. That the provisions and each part thereof and the sec- 
tions and each part thereof of this Act are independent and severable, 
and the declaring of any provision or part thereof, or provisions or part 
thereof, or section or part thereof, or sections or part thereof, uncon- 
stitutional shall not impair or render unconstitutional any other pro- 
vision or part thereof or section or part thereof. 

Sec. 45. That this Act shall take effect and be in force on and 
after the first day of January next after its passage. 



Analysis of Federal Bnx of Lading Statute 

An analysis of the foregoing Federal Bill of Lading 
statute follows: 

The first section indicates the legal authority exercised 
over bills of lading and is separated into four divisions. 

(a) Transportation within the United States or Dis- 
trict of Columbia. 

(b) Transportation from a place in a State to a place 
in a foreign country. 

(c) Transportation from a place in one State to a 
place in another State. 

(d) Transportation in one State to a place in the same 
State, passing through another State or through a foreign 
country. 
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Sections 2 and 8 indicate the two sorts of bills employed, 
viz., straight and order bills. 

A straight bill is one so termed when consigned to a 
specified person. (Consult section 6.) 

An order bill is one so termed when goods are consigned 
to the order of any person named in the bill. Such bills are 
always negotiable, unless made non-negotiable by a state- 
ment in writing agreed to by the shipper. 

Section 4 provides that order bills shall not be issued in 
parts or sets — 

(a) Except when shipments are to Alaska and 
Panama. 

(b) If issued in parts or sets, carrier will be held liable 
to anyone who purchases a part for value in good faith, 
even though such purchase is made after delivery of the 
goods. 

(c) This section, however, does not forbid issuing of 
order bills in parts or sets on goods to Alaska, Panama, 
Porto Rico, the Philippines, Hawaii, or foreign countries, 
or impose liabilities for so doing. 

Section 5 provides that order bills issued on goods 
shipped to places other than those excepted shall be marked 
"duplicate." (Consult section 15.) 

Section 6 provides that a straight bill shall state on its 
face "non-negotiable" or "not negotiable." (Consult sec- 
tions 2 and 8.) 

Section 7 provides that insertion of name of person in 
an order bill to be notified of arrival'of goods does not limit 
negotiability of the same or constitute notice to purchaser 
of equities of such person in the goods. 

Section 8 provides that refusal or failure to deliver 
goods makes burden of proof upon carrier to establish law- 
ful excuse for refusal or failure; also that carriers are com- 
pelled to make delivery, in absence of lawful excuse to the 
consignee named in a straight bill or to the holder of an 
order bill, if the demand is accompanied by — 



AND COGNATE STATUTES 885 

(a) An offer to satisfy carrier's lawful lien upon goods. 

(b) Offer to surrender bill properly indorsed. 

(c) Readiness to sign receipt for delivery of goods if 
required. 

Section 9 provides that carrier is justified, subject to 
provisions in sections 10, 11 and 12, in making delivery 
under following conditions: 

(a) To a person lawfully entitled to possession of 
goods. 

(b) To consignee named in a straight bill. 

(c) To person possessing an order bill which states 
goods are to be delivered to his order or which has been 
indorsed to him, or in blank, by consignee or indorsee of 
consignee. 

Section 10 provides that carrier is liable when delivery is 
made to person not entitled to goods, and also when the 
carrier is — 

(a) Requested not to deliver by person having right of 
property, or 

(b) Informed at time of delivery that person was not 
entitled to possession of goods, but such information to be 
effective must be given to proper agent of carrier and must 
be given in time to stop delivery of goods. 

Section 11 provides that, except as stated in section 26 
and also except when compelled by legal process, a carrier 
may be liable for failure to deliver goods to anyone who for 
value and in good faith has purchased the bill, whether pur- 
chaser acquired title to the bill before or after the delivery 
of the goods and notwithstanding the fact that the delivery 
was made to person entitled to same. 

Section 12 provides that, except as stated in section 26 
and except when compelled by legal process, at the time a 
carrier makes partial delivery, he is liable for failure to de- 
liver all the goods specified in the bill to anyone who for 
value and in good faith buys the same, provided he does 
not — 
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(a) Take up and cancel the bill, or 

(b) Mark the bill with a description of the partial de- 
livery. 

Section 18 provides that any change in the bill shall be 
void, provided that the changes are made without authority 
from the carrier issuing the same and the bill shall be en- 
forceable according to the manner in which it was originally 
drawn. 

Section 14 provides that legal action may be taken when 
a bill is lost, stolen or destroyed, but it is especially provid- 
ed that liability is not avoided in case such order bill has 
been negotiated for value without notice of delivery. 

Section 15 provides that a bill marked "duplicate" makes 
the carrier liable oidy to the extent of declaring that it is an 
accurate copy of the original bill properly issued. ( Consult 
section 5.) 

Section 16 provides that the carrier is liable for non- 
delivery of goods — 

(a) When the title has not been- transferred by the con- 
signor or consignee to the carrier, or 

(b) When the carrier has no lien on the goods. 
Section 17 provides that when more than one person 

claims possession to goods, the carrier may require all the 
known claimants to interplead either as a defense to the ac- 
tion for non-delivery of goods, or as in an original suit, 
whichever is appropriate. 

Section 18 provides that the carrier is not liable for non- 
delivery of goods— 

(a) Provided the carrier has knowledge of some person 
other than the consignee or the holder who has an adverse 
claim. 

(b) This limitation, however, continues only until the 
validity of such claim is determined. 

Section 19 enacts that the carrier cannot be held liable 
for non-delivery except as provided in sections 9, 17 and 18 
of this act. 
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Section 20 provides that when goods are loaded by a car- 
rier, the carrier must — 

(a) Count the packages when it is package freight. 

(b) Ascertain the kind and quantity when bulk freight. 
This section also provides that insertion in the bill that it 

is the "Shipper's weight, load and count," or other words of 
like purport, will be held to be void. 

Section 21 provides that when goods are loaded by the 
shipper and the bill states that it is the shipper's weight, load 
and count — 

(a) Carrier must ascertain kind and quantity. 

(b) Carrier is not liable for improper loading or for 
misdescription of goods in the bill of lading. This section 
also provides that when the carrier has adequate facilities 
and the shipment is of bulk freight, a written request having 
been made — 

(c) Shipper's weight, load and count may be verified 
by carrier's agent. 

(d) Then "Shipper's weight" or like words inserted in 
the bill shall be treated as void. 

Section 22 provides that when a bill is issued by a car- 
rier's agent of actual or apparent authority, the carrier is 
liable— 

(a) To the owner of goods covered in a straight bill. 

(b) To the holder in good faith for value of an order 
bill. 

(c) Although goods not received by carrier or mis- 
directed. 

Section 23 provides that goods, while in possession of 
carrier, may not be attached by garnishment or otherwise 
unless — 

(a) Bill is first surrendered to the carrier, or 

(b) Its negotiation en j pined. 

Section 24 provides that creditor, whose debtor is owner 
of an order bill, is entitled to aid of courts of jurisdiction in 
attaching such bill by injunction or otherwise. 
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Section 25 provides that when order bill is issued a car- 
rier has a lien on goods for all charges incurred in transpor- 
tation and delivery. 

Section 26 provides carrier is not liable for delivery — 

(a) After goods have been lawfully sold to satisfy car- 
rier's lien. 

(b) When goods have not been claimed, or 

(c) When goods are perishable or hazardous. 
Section 27 states how and when an order bill may be ne- 
gotiated. 

Section 28 states that such an order bill may be negoti- 
ated by endorsement — 

(a) To the person to whose order the goods are deliv- 
ered by the term of the bill. 

(b) Indorsement may be blank, or 

(c) To a specified person. 

(d) Subsequent negotiation may be made in like man- 
ner. 

Section 29 provides that the transfer of a bill may be ac- 
companied by an agreement to transfer the title of the goods 
but it is especially provided that a straight bill cannot be ne- 
gotiated free from existing equities. 

Section 30 provides that an order bill may be negotiated 
by any person possessing the same. 

Section 31 provides as to rights under transfer and nego- 
tiation. A person to whom a bill has been negotiated ac- 
quires such title to the goods as a person negotiating a bill 
had or as a consignee or consignor had, to convey to a buyer 
in good faith for value. 

Section 32 provides that a person to whom a bill has been 
transferred but not negotiated — 

(a) Acquires as against the transferor the title to the 
goods. 

(b) If it is a straight bill, such person has a right to 
notify carrier and become direct obligee of carrier's obliga- 
tions. 
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(c) Transfer may be defeated by garnishment, attach- 
ment or execution upon the goods by creditor upon notifica- 
tion of the carrier. It is, however, provided that such noti- 
fication must be made to an officer of the carrier and within 
the exercise of reasonable diligence in communicating with 
such officer. 

Section 83 provides that where order bill is transferred 
for value by delivery, transferee acquires right against the 
transferor to compel him to indorse bill, when the indorse- 
ment is essential for negotiation, unless a contrary intention 
appears. 

Section 34 provides that a person who negotiates or 
transfers for full value a bill by indorsement of delivery, 
warrants — 

(a) That the bill is genuine. 

(b) He has a legal right to transfer it. 

(c) Has knowledge of no fact which might impair va- 
liditv or worth of bill. 

(d) He has a right to transfer title to the goods. 

(e) That the goods are merchantable or fit for a par- 
ticular purpose. 

Section 35 provides that an indorser is not liable for fail- 
ures on the part of the carrier or previous indorsers of the 
bill to fulfill obligations. 

Section 86 provides that a mortgagee, pledgee or other 
holder demanding payment of debt does not warrant the 
genuineness of a bill held as security nor does he warrant 
quantity or quality of the goods mentioned in the bill. 

Section 37 provides that the validity of title to a bill 
when received in good faith and for value is not impaired — 

(a) Even though negotiation is a breach of duty, or 

(b) Should the owner of the bill be deprived of the 
same by illegal means. 

Section 38 provides that negotiation is to be considered to 
have been effected from the first purchaser to the last holder 
when by intermediate transaction — 



840 THE FEDERAL RESERVE ACT 

(a) A person has sold, mortgaged or pledged goods 
which are in carrier's possession, or 

(b) The person has sold, mortgaged or pledged the or- 
der bill but continued in possession of same. 

Section 39 provides that where an order bill has been 
issued for goods, no lien or right of stoppage in transit shall 
defeat the rights of any purchaser for value and in good 
faith to whom such bill has been negotiated, but the carrier 
is not obliged to deliver goods to an unpaid seller unless such 
bill is first surrendered for cancellation. 

Section 40 provides that except as noted in the preceding 
section (39) no right of a mortgagee or lien holder is limited 
as against purchaser of a bill for value. 

Section 41 is the penal part of the statute. 

Section 42 defines terms used in the act; such definitions 
are in accordance with judicial decisions. 

Section 43 provides that this law does not apply to bills 
made and delivered before it takes effect. 

Section 44 is to the effect that each section and part of 
this act is independent and severable. One part declared 
void does not invalidate the other portions of the statute. 

Section 45, the final one of the statute, is to the effect, as 
above stated, that this act will be in force the first day of 
January of the coming year, 1917. 



V.— THE FEDERAL FARM LOAN ACT 



PART V. 

THE FEDERAL FARM LOAN ACT 1 

(Rural Credits Law) 

March 4, 1918, the President was authorized to appoint 
a commission to investigate the foreign rural credit systems,* 
That commission made an elaborate report the same year to 
Congress. An investigation shows that in 1770 the Land- 
schaften were created by Frederick the Great and compul- 
sory associations of all land owners in every province were 
formed and the assets of all proprietors were involved in a 
guarantee of the bonds of the association of each province. 

In 1852 the French Land Credit Bank was founded. The 
capital is fixed at twenty-five million francs, and the French 
Government granted a bank subsidy of ten million francs. 
In 1896 the Bavarian Agricultural Bank was incorporated. 
It is endowed with State funds — one million marks, free of 
interest, and a further loan of four million marks at three 
per cent, interest. In 1908 the Government of Holland 
created the Mortgage Bank of Eindhoven, with a capital of 
one million francs. In 1909 the Peasant Bank of West 
Prussia and the Middle Class Bank of West Prussia were 
founded. The Government placed at their service 225 mil- 
lion marks for the purpose of aiding farmers to meet their 
obligations. 

Direct Government loans to farmers have been made by 
Great Britain, Russia, Denmark, Sweden, New Zealand 
and the Australian Provinces. Bonds have been issued by 
land mortgage institutions guaranteed by Governments or 

iSen. Doc. No. 914, 63d Congress, first session. 

Act 12, Ch. 627, Laws of 1910, State of New York, amending: its land title 
law enacted in 1908, authorizing the Torrens system of registering farm titles and 
farm mortgages. 

Real estate restriction as to land bank. Paine's New York Banking Laws 
(7th Ed.), pp. 438, 439. 

2Consult pp. 172-174 ante. 

tit 
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provinces in Austria, Switzerland, Norway, Egypt, Aus- 
tralia, Mexico, Argentina and Uruguay. Contributions 
have been made to the capital of land mortgage institutions 
by France, Italy, Hungary, Roumania and Sweden. Sub- 
scriptions have been made to the stock by the Governments 
of Hungary, Roumania, Switzerland, Denmark, Norway, 
Philippine Islands and Chile, and Government funds are 
loaned to these institutions in France, Italy, Servia, Chile 
and Japan. In Hungary, the Hungarian Land Mortgage 
Institute has been aided by the contribution of $200,000 
from the public treasury. In Switzerland, the Canton 
banks are Government institutions. Their capital has been 
furnished by the Canton Governments, either from the 
treasury direct or secured by an issue of bonds. % In Nor- 
way the original capital of the Mortgage Bank of the King- 
dom was furnished by the State. The capital furnished by 
the State bears four per cent, interest. It may be added 
that the Agricultural Credit Associations in the Grand 
Duchy of Baden have large Government support. The 
Land Bank of Wiesbaden has bonds guaranteed by the 
Government. 

The four gravest questions before the American people 
are preparedness, banking and currency, the tariff, and the 
food production of our country. We produce approximate- 
ly only one-half as much per acre as does Germany, Hol- 
land or France, or the other European countries where 
they have intensified farming. Our production is not 
keeping pace with our increase of population. There are 
6,200,000 farms, valued at forty billion dollars. Their 
annual gross products amount to ten billion dollars. There 
is a mortgage indebtedness of two billion dollars maturing 
in from three to five years. The average rate of interest is 
eight and one-half per cent. 

The Comptroller of the Currency recently stated that out 
of a total of 7,615 banks, 1,022 admitted that they were re- 
ceiving an average of ten per cent, or more, some an average 
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of eighteen per eerit. on all of their loans ; these banks were 
for the most part in the South and in the Wesf. Twenty- 
three of such banks were in Georgia, 317 in Texas, 90 in 
North Dakota, 25 in South Dakota, 18 in Nebraska, 37 in 
Colorado, 25 in New Mexico, 300 in Oklahoma, and 33 in 
Idaho. 

In one State in the Southwest 131 banks reported that 
they had charged a maximum rate of interest ranging from 
15 per cent, to 24 per cent, per annum. Sixty-seven banks' 
maximum rate ranged between 25 per bent, and 60 per cent. ; 
22 between 60 and 100 perxent.; 18 from 100 to 200 per 
cent., and eight banks which owned up to having charged 
maximum rates ranging between 200 and 2,000 per cent. 
Most of these disgraceful rates were for comparatively 
small sums. There was a total of 1,206 banks charging 12 
per cent, or more. Sixty-six of them were in Georgia, 52 
in Alabama, 168 in Texas, 17 in Kentucky, 28 in Tennessee, 
40 in Illinois, 69 in North Dakota, 48 in South Dakota, 46 
in Montana, 63 in Colorado, 33 in New Mexico, 287 in 
Oklahoma, 25 in Washington, 40 in California, 45 in Idaho. 

The Federal Farm Loan Act provides three forms of 
organization: Federal land banks (one in each of twelve 
districts), National farm loan associations and joint stock 
land banks. The federal land banks are to have a minimum 
capital of $750,000 each, which may be owned by individ- 
uals, firms, corporations and the United States and State 
Governments, provided it is subscribed within thirty days 
after books of subscription are opened. These institutions 
have power to loan on first mortgages on farms in their dis- 
tricts and to issue and sell farm loan bonds. National farm 
loan associations may be formed by ten farmers desiring 
loans aggregating $20,000 or more. The joint stock land 
banks may be formed by ten or more persons to do busi- 
ness in the State where the principal office is located and in 
one contiguous State. The bonds issued by the federal 
land banks and joint stock land banks are secured by first 
mortgages on farm lands and United States bonds. 



846 THE FEDERAL RESERVE ACT 

The federal land banks cannot loan ^directly to farmers, 
but only through the agency of National farm loan associa- 
tions which may be organized without limit in a land bank 
district by any ten owners or prospective owners of farm 
land who desire to secure loans on farm property. Applica- 
tions for charters for these associations must go to the Farm 
Loan Board and mav be refused by it. No association will 
be chartered unless it is shown that signing members desire 
loans totaling at least $20,000. In applying for member- 
ship in an association a farmer must take five per cent, of 
the face value of the desired loan in stock of the association. 
A loan committee of the farm loan association may approve 
or reject applications for loans. Loans will be made on 
first mortgages on farm property by the federal land bank 
and the productive value of the land will be the main con- 
sideration. The land will be subject to inspection by an 
appraiser of the Farm Loan Board. Loans will be made 
only for purchase of land, for its improvement, or for 
purchase of live stock, equipment, fertilizers, or to pro- 
vide buildings on a farm or to liquidate indebtedness, ex- 
isting when the first association is formed in the county 
where land is located. No loan will be made of more than 
$10,000 nor less than $100. Interest will not be charged 
greater than six per cent. Loans will be reduced through 
amortization plans providing for reduction by annual or 
semi-annual payments on the principal. Mortgages are not 
to run for more than fortv vears nor less than five. Pro- 
visions are enacted for satisfaction of overdue interest or 
amortization payment. The federal land banks will advance 
the money to be loaned. It will pass to the hands of the 
National farm loan associations and to the farmer. 

The statute enacts that when a federal land, bank has 
loaned $50,000 to farmers it may issue a corresponding 
amount of farm loan bonds, and that the total that may be 
issued by any one bank on a minimum capital of $750,000 
is not to exceed twenty times that capital. This would give 
each bank $15,000,000 and the whole system $180,000,000 to 
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loan on first mortgages. Five per cent, interest will be the 
maximum rate on farm loan bonds and they will be exempt 
from Federal or State or municipal taxation. They will 
not be obligations of the United States, but will have behind 
them the first mortgages on farm lands. They are consti- 
tuted legal investments for trust funds. The mortgages 
also are exempt from taxation. Land banks may be author- 
ized by the Federal Farm Loan Board to make loans to 
farmers through agents it approves, provided local condi- 
tions are such that organizations of farm loan associations 
are not satisfactorily made within a year, such agents being 
banks, trust or mortgage companies chartered under State 
laws. The law authorizes the creation of joint land banks 
to lend directly to borrowers on first mortgages of farm 
lands. It is provided that these banks will be under the 
supervision of the Farm Loan Board, but will not be aided 
by federal land bank funds as will be the loan associations. 

It is also provided that the joint stock land banks, which 
are to be capitalized at not less than $250,000 each, may 
issue farm loan bonds, exempt from taxation and based on 
first mortgage securities, to the extent of fifteen times their 
capital stock. These banks are subject to the same pro- 
vision of the law as loan associations, in respect to amortiza- 
tion and the rates of interest. 

It is also enacted that the federal land banks in their in- 
ception will be governed by five directors appointed by the 
Farm Loan Board, but after subscriptions from loan asso- 
ciations to any federal land bank's capital stock reach 
$100,000, an elective system will become effective, with 
three directors chosen by the board and six by the loan asso- 
ciations. The board will pass upon the amounts to be paid 
to directors and officers of each bank as compensation for 
their services. No officers of loan associations will be paid 
except a secretary and treasurer, or a secretary-treasurer. 
Persons will be appointed by the Farm Loan Board to 
make examinations of banks and loan associations. 
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The statutes are adequate and the various provisions 
have been drawn with care. The machinery is not so com- 
plex but that the farmers readily can use it; the steps to be 
taken in procuring loans are simple. The number of or- 
ganizations provided will not defeat the real object of legis- 
lation of this character, the standardizing of the farm mort- 
gage and of the bonds issued against such mortgages so that 
these securities may have a wide market at favorable prices. 
The new statutes will serve a good purpose in taking away 
farm loan business from some of the commercial banks, thus 
leaving their funds more available for ordinary banking 
transactions. In communities where there are savings bank$ 
handling the farm loans the new system would seem of little 
advantage, but it will prove of material benefit where those 
institutions are not in existence. The new svstem is a busi- 
ness proposition. The fact that section 5 provides the Gov- 
ernment may furnish capital for the land banks, if no one 
else does, is not a serious matter. Section 6 in the Federal 
Reserve Act contains a similar provision, although it never 
became operative. 

Section 27 is notable in that it authorizes any member 
bank of the Federal Reserve System to buy and sell farm 
loan bonds issued under the act to the same extent and sub- 
ject to the same limits placed upon the purchase and sale by 
National banks of State, county, district and municipal 
bonds under the sub-section (b) of section 14 of the Federal 
Reserve Act. While the Farm Loan Act may, to a certain 
extent, interfere with the loaning of money direct to the 
farmer on mortgages, such banks will be given the right to 
buv and sell farm loan bonds to an extent that did not here- 
tofore obtain. Instead of having their money invested in 
mortgages maturing in from one to five years, often an un- 
desirable asset, they can procure a quick liquid asset in the 
farm loan bonds which are readilv available. 

The new system resembles in some respects the Federal 
Reserve Act, but in most features it is materially different. 
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Text of the Federal Faem Loan Act 
The text of the Federal Farm Loan Act follows: 

An act to provide capital for agricultural development, to create standard 
forms of investment based upon farm mortgage, to equalize rates of interest upon 
farm loans, to furnish a market for United States bonds, to create Government 
depositaries and financial agents for the United States, and for other purposes. 

Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, That the short title of 
this act shall be "The Federal Farm Loan Act." Its administration 
shall be under the direction and control of the Federal Farm Loan 
Board hereinafter created. 

Definitions 

Sec. 2. That wherever the term "first mortgage" is used in this 
act it shall be held to include such classes of first liens on farm lands 
as shall be approved by the Federal Farm Loan Board, and the credit 
instruments secured thereby. The term "farm loan bonds" shall be held 
to include all bonds secured by collateral deposited with a farm loan 
registrar under the terms of this act; they shall be distinguished by the 
addition of the words "federal," or "joint stock," as the case may be. 

Federal Farm Loan Board 

Sec. 8. That there shall be established at the seat of government 
in the Department of the Treasury a bureau charged with the execution 
of this act and of all acts amendatory thereof, to be known as the Fed- 
eral Farm Loan Bureau, under the general supervision of a Federal 
Farm Loan Board. 

Said Federal Farm Loan Board shall consist of five members, in- 
cluding the Secretary of the Treasury, who shall be a member and 
chairman ex officio, and four members to be appointed by the President 
of the United States, by and with the advice and consent of the Sen- 
ate. Of the four members to be appointed by the President, not more 
than two shall be appointed from one political party, and all four of 
said members shall be citizens of the United States and shall devote 
their entire time to the business of the Federal Farm Loan Board; they 
shall receive an annual salary of $10,000 payable monthly, together 
with actual necessary traveling expenses. 

One of the members to be appointed by the President shall be des- 
ignated by him to serve for two years, one for four years, one for six 
years, and one for eight years, and thereafter each member so appointed 
shall serve for a term of eight years, unless sooner removed for cause 
by the President. One of the members shall be designated by the Pres- 
ident as the Farm Loan Commissioner, who shall be the active executive 
officer of said board. Each member of the Federal Farm Loan Board 
shall within fifteen days after notice of his appointment take and sub- 
scribe to the oath of office. 
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The first meeting of the Federal Farm Loan Board shall be held in 
Washington as soon as may be after the passage of this act, at a date 
and place to be fixed by the Secretary of the Treasury. 

No member of the Federal Farm Loan Board shall, during his con- 
tinuance in office, be an officer or director of any other institution, as- 
sociation, or partnership engaged in banking, or in the business of mak- 
ing land mortgage loans or selling land mortgages. Before entering 
upon his duties as a member of the Federal. Farm Loan Board each 
member shall certify under oath to the President that he is eligible un- 
der this section. 

The President shall have the power, by and with the advice and 
consent of the Senate, to fill any vacancy occurring in the membership 
of the Federal Farm Loan Board; if such vacancy shall be filled during 
the recess of the Senate a commission shall be granted which shall ex- 
pire at the end of the next session. 

The Federal Farm Loan Board shall appoint a farm loan registrar 
in each land bank district to receive applications for issues of farm 
loan bonds and to perform such other services as are prescribed by this 
act. It shall also appoint one or more land bank appraisers for each 
land bank district and as many land bank examiners as it shall deem 
necessary. Farm loan registrars, land bank appraisers, and land bank 
examiners appointed under this section shall be public officials and 
shall, during their continuance in office, have no connection with or in- 
terest in any other institution, association or partnership engaged In 
banking or in the business of making land mortgage loans or selling 
land mortgages: Provided, That this limitation shall not apply to per- 
sons employed by the board temporarily to do special work. 

The salaries and expenses of the Federal Farm Loan Board, and 
of farm loan registrars and examiners authorized under this section, 
shall be paid by the United States. Land bank appraisers shall receive 
such compensation as the Federal Farm Loan Board shall fix, and shall 
be paid by the federal land banks and the joint stock land banks which 
they serve, in such proportion and in such manner as the Federal Farm 
Loan Board shall order. 

The Federal Farm Loan Board shall be authorized and empowered 
to employ such attorneys, experts, assistants, clerks, laborers, and other 
employees as it may deem necessary to conduct the business of said 
board. All salaries and fees authorized in this section and not other- 
wise provided for shall be fixed in advance by said board and shall be 
paid in the same manner as the salaries of the Federal Farm Loan 
Board. All such attorneys, experts, assistants, clerks, laborers, and 
other employees, and all registrars, examiners, and appraisers shall be 
appointed without regard to the provisions of the Act of January six* 
teenth, eighteen hundred and eighty-three (volume twenty-two, United 
States Statutes at Large, page 408), and amendments thereto, or any 
rule or regulation made in pursuance thereof: Provided, That nothing 
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herein shall prevent the President from placing said employees in the 
classified service. 

Every federal land bank shall semi-annually submit to the Federal 
Farm Loan Board a schedule showing the salaries or rates of com- 
pensation paid to its officers and employees. 

The Federal Farm Loan Board shall annually make a full report of 
its operations to the Speaker of the House of Representatives, who shall 
cause the same to be printed for the information of the Congress. 

The Federal Farm Loan Board shall from time to time require ex- 
aminations and reports of condition of all land banks established under 
the provisions of this act and shall publish consolidated statements of 
the results thereof. It shall cause to be made appraisals of farm 
lands as provided by this act, and shall prepare and publish amortiza- 
tion tables which shall be used by National farm loan associations and 
land banks organized under this act. 

The Federal Farm Loan Board shall prescribe a form for the state- 
ment of condition of National farm % loan associations and land banks 
under its supervision, which shall be filled out quarterly by each such 
association or bank and transmitted to said board. 

It shall be the duty of the Federal Farm Loan Board to prepare 
from time to time bulletins setting forth the principal features of this 
act and through the Department of Agriculture or otherwise to distrib- 
ute the same, particularly to the press, to agricultural journals, and to 
farmers' organizations; to prepare and distribute in the same manner 
circulars setting forth the principles and advantages of amortized farm 
loans and the protection afforded debtors under this act, instructing 
farmers how to organize and conduct farm loan associations, and ad- 
vising investors of the merits and advantages of farm loan bonds; and 
to disseminate in its discretion information for the further instruction 
of farmers regarding the methods and principles of cooperative credit 
and organization. Said board is hereby authorized to use a reasonable 
portion of the organization fund provided in section thirty-three of this 
act for the objects specified in this paragraph, and is instructed to lay 
before the Congress at each session its recommendations for further ap- 
propriations to carry out said objects. 

Federal Land Banks 

Sec. 4. That as soon as practicable the Federal Farm Loan Board 
shall divide the continental United States, excluding Alaska, into twelve 
districts, which shall be known as federal land bank districts, and may 
be designated by number. Said districts shall be apportioned with due 
regard to the farm loan needs of the country, but no such district shall 
contain a fractional part of any State. The boundaries thereof may be 
readjusted from time to time in the discretion of said board. 

The Federal Farm Loan Board shall establish in each federal land 
bank district a federal land bank, with its principal office located in 
such city within the district as said board shall designate. Each 
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federal land bank shall include in its title the name of the city in 
which it is located. Subject to the approval of the Federal Farm Loan 
Board, any federal land bank may establish branches within the land 
bank district. 

Each federal land bank shall be temporarily managed by five 
directors appointed by the Federal Farm Loan Board. Said directors 
shall be citizens of the United States and residents of the district. 
They shall each give a surety bond, the premium on which shall be paid 
from the funds of the bank. They shall receive such compensation as 
the Federal Farm Loan Board shall fix. They shall choose from their 
number, by majority vote, a president, a vice president, a secretary and 
a treasurer. They are further authorized and empowered to employ 
such attorneys, experts, assistants, clerks, laborers, and other employees 
as they may deem necessary, and to fix their compensation, subject to 
the approval of the Federal Farm Loan Board. 

Said temporary directors shall, under their hands, forthwith make 
an organization certificate, which shall specifically state: 
First. The name assumed by such bank. 

Second. The district within which its operations are to be carried 
on, and the particular city in which its principal office is to be located. 
Third. The amount of capital stock and the number of shares into 
which the same is to be divided: Provided, That every federal land 
bank organized under this act shall by its articles of association permit 
an increase of its capital stock from time to time for the purpose of 
providing for the issue of shares to National farm loan associations and 
stockholders who may secure loans through agents of federal land 
banks in accordance with the provisions of this act. 

Fourth. The fact that the certificate is made to enable such per- 
sons to avail themselves of the advantages of this act. The organisation 
certificate shall be acknowledged before a judge or clerk of some court 
of record or notary public, and shall be, together with the ackonwleds*- 
ment thereof, authenticated by the seal of such court or notary, trans- 
mitted to the Farm Loan Commissioner, who shall record and carefully 
preserve the same in his office, where it shall be at all times open to 
public inspection. 

The Federal Farm Loan Board is authorized to direct such changes 
in or additions to any such organization certificate, not inconsistent with 
this act, as it may deem necessary or expedient. 

Upon duly making and filing such organization certificate the bank 
shall become, as from the date of the execution of its organization 
certificate, a body corporate, and as such, and in the name designated 
in the organization certificate, it shall have power — 
First. To adopt and use a corporate seal. 

Second. To have succession until it is dissolved by act of Congress 
or under the provisions of this act. 
Third. To make contracts. 
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Fourth. To sue and be sued, complain, interplead, and defend, in 
any court of law or equity, as fully as natural persons. 

Fifth. To elect or appoint directors, and by its board of directors 
to elect a president and a vice president, appoint a secretary and a 
treasurer and other officers and employees, define their duties, require 
bonds of them, and fix the penalty thereof; by action of its board of 
directors dismiss such officers and employees, or any of them, at pleas- 
ure and appoint others to fill their plaoes. 

Sixth. To prescribe, by its board of directors, subject to the super- 
vision and regulation of the Federal Farm Loan Board, by-laws not 
inconsistent with law, regulating the manner in which its stock shall 
be transferred, its directors elected, its officers elected or appointed, its 
property transferred, its general business conducted, and the privileges 
granted to it by law exercised and enjoyed. 

Seventh. To exercise, by its board of directors or duly authorized 
officers or agents, subject to law, all such incidental powers as shall be 
necessary to carry on the business herein described. 

After the subscriptions to stock in any federal land bank by 
National farm loan associations, hereinafter authorized, shall have 
reached the sum of $100,000, the officers and directors of said land 
bank shall be chosen as herein provided and shall, upon becoming duly 
qualified, take over the management of said land bank from the tem- 
porary officers selected under this section. 

The board of directors of every federal land bank shall be selected 
as hereinafter specified and shall consist of nine members, each holding 
office for three years. Six of said directors shall be known as local 
directors, and shall be chosen by and be representative of national 
farm loan associations; and the remaining three directors shall be 
known as district directors, and shall be appointed by the Federal Farm 
Loan Board and represent the public interest. 

At least two months before each election the Farm Loan Commis- 
sioner shall notify each National farm loan association in writing that 
such election is to be held, giving the number of directors to be elected 
for its district, and requesting each association to nominate one candi- 
date for each director to be elected. Within ten days of the receipt 
of such notice each association shall forward its nominations to said 
Farm Loan Commissioner. Said commissioner shall prepare a list of 
candidates for local directors consisting of the twenty persons securing 
the highest number of votes from national farm loan associations making 
such nominations. 

At least one month before said election said Farm Loan Commis- 
sioner shall mail to each National farm loan association the list of 
candidates. The directors of each national farm loan association shall 
cast the vote of said association for as many candidates on said list as 
there are vacancies to be filled, and shall forward said vote to the 
Farm Loan Commissioner within ten days after said list of candidates 
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is received by them. The candidates receiving the highest number of 
votes shall be elected as local directors. In case of a tie the Farm Loan 
Commissioner shall determine the choice. 

The Federal Farm Loan Board shall designate one of the district 
directors to serve for three years and to act as chairman of the board 
of directors. It shall designate one of said directors to serve for a 
term of two years and one to serve for a term of one year. After the 
first appointments each district director shall be appointed for a term 
of three years. 

At the first regular meeting of the board of directors of each fed- 
eral land bank it shall be the duty of the local directors to designate 
two of the local directors whose term of office shall expire in one year 
from the date of such meeting, two whose term of office shall expire in 
two years from said date, and two whose term of office shall expire in 
three years from said date. Thereafter every local director of a federal 
land bank chosen as hereinbefore 'provided shall hold office for a term 
of three years. Vacancies that may occur in the board of directors shall 
be filled for the unexpired term in the manner provided for the original 
selection of such directors. 

Directors of federal land banks shall have been for at least two 
years residents of the district for which they are appointed or elected, 
and at least one district director shall be experienced in practical 
farming and actually engaged at the time of his appointment in farm- 
ing operations within the district. No director of a federal land bank 
shall, during his continuance in office, act as an officer, director, or 
employee of any other institution, association, or partnership engaged 
in banking or in the business of making or selling land mortgage loans. 

Directors of federal land banks shall receive, in addition to any 
compensation otherwise provided, a reasonable allowance for necessary 
expenses in attending meetings of their respective boards, to be paid by 
the respective federal land banks. Any compensation that may be pro- 
vided by boards of directors of federal land banks for directors, officers, 
or employees shall be subject to the approval of the Federal Farm Loan 
Board. 

Capital Stock of Federal Land Banks 

Sec. 5. That every federal land bank shall have, before beginning 
business, a subscribed capital of not less than $750,000. The Federal 
Farm Loan Board is authorized to prescribe the times and conditions 
of the payment of subscriptions to capital stock, to reject any subscrip- 
tion in its discretion, and to require subscribers to furnish adequate 
security for the payment thereof. 

The capital stock of each federal land bank shall be divided into 
shares of $5 each, and may be subscribed for and held by any indi- 
vidual, firm, or corporation, or by the government of any State or of 
the United States. 
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Stock held by National farm loan associations shall not be trans- 
ferred or hypothecated, and the certificates therefor shall so state. 

Stock owned by the Government of the United States in federal 
land banks shall receive no dividends, but all other stock shall share in 
dividend distributions without preference. Each National farm loan 
association and the Government of the United States shall be entitled 
to one vote for each share of stock held by it in deciding all questions 
at meetings of shareholders, and no other shareholder shall be permit- 
ted to vote. Stock owned by the United States shall be voted by the 
Farm Loan Commissioner, as directed by the Federal Farm Loan Board. 

It shall be the duty of the Federal Farm Loan Board, as soon as 
practicable after the passage of this act, to open books of subscription 
for the capital stock of a federal land bank in each federal land 
bank district. If within thirty days after the opening of said books 
any part of the minimum capitalization of $750,000 herein prescribed 
for federal land banks shall remain unsubscribed, it shall be the duty 
of the Secretary of the Treasury to subscribe the balance thereof on 
behalf of the United States, said subscription to be subject to call in 
whole or in part by the board of directors of said land bank upon thirty 
days' notice with the approval of the Federal Farm Loan Board; and 
the Secretary of the Treasury is hereby authorized and directed to take 
out shares corresponding to the unsubscribed balance as called, and to 
pay for the same out of any moneys in the treasury not otherwise ap- 
propriated. Thereafter no stock shall be issued except as hereinafter 
provided. 

After the subscriptions to capital stock by National farm loan asso- 
ciations shall amount to $750,000 in any federal land bank, said bank 
shall apply semi-annually to the payment and retirement of the shares 
of stock which were issued to represent the subscriptions to the original 
capital twenty-five per cent, of all sums thereafter subscribed to capital 
stock until all such original capital stock is retired at par. 

At least twenty-five per cent of that part of the capital of any 
federal land bank for which stock is outstanding in the name of 
National farm loan associations shall be held in quick assets, and may 
consist of cash in the vaults of said land bank, or in deposits in member 
banks of the Federal Reserve System, or in readily marketable securities 
which are approved under rules and regulations of the Federal Farm 
Loan Board: Provided, That not less than five per cent, of such capital 
shall be invested in United States Government bonds. 

Government Depositaries 

Sec. 6. That all federal land banks and joint stock land banks 
organized under this act, when designated for that purpose by the 
Secretary of the Treasury, shall be depositaries of public money, except 
receipts from customs, under such regulations as may be prescribed by 
said Secretary; and they may also be employed as financial agents of 
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the Government; and they shall perform all such reasonable duties, as 
depositaries of public money and financial agents of the Government, 
as may be required of them. And the Secretary of the Treasury shall 
require of the federal land banks and joint stock land banks thus desig- 
nated satisfactory security, by the deposit of United States bonds or 
otherwise, for the safe keeping and prompt payment of the public 
money deposited with them, and for the faithful performance of their 
duties as financial agents of the Government. No Government funds 
deposited under the provisions of this section shall be invested in mort- 
gage loans or farm loan bonds. 

National Farm Loan Associations 

Sec. 7- That corporations, to be known as National farm loan asso- 
ciations, may be organized by persons desiring to borrow money on 
farm mortgage security under the terms of this act. Such persons shall 
enter into articles of association which shall specify in general terms 
the object for which the association is formed and the territory within 
which its operations are to be carried on, and which may contain any 
other provision, not inconsistent with law, which the association may 
see fit to adopt for the regulation of it£ business and the conduct of its 
affairs. Said articles shall be signed by the persons uniting to form 
the association, and a copy thereof shall be forwarded to the federal 
land bank for the district, to be filed and preserved in its office. 

Every National farm loan association shall elect, in the manner 
prescribed for the election of directors of national banking associations, 
a board of not less than five directors, who shall hold office for the 
same period as directors of national banking associations. It shall be 
the duty of said board of directors to choose in such manner as they 
may prefer a secretary-treasurer, who shall receive such compensation 
as said board of directors shall determine. The board of directors shall 
elect a president, a vice president, and a loan committee of three 
members. 

The directors and all officers except the secretary-treasurer shall 
serve without compensation, unless the payment of salaries to them shall 
be approved by the Federal Farm Loan Board. All officers and di- 
rectors except the secretary-treasurer shall, during their term of office, 
be bona fide residents of the territory within which the association is 
authorized to do business, and shall be shareholders of the association. 

It shall be the duty of the secretary-treasurer of every National 
farm loan association to act as custodian of its funds and to deposit 
the same in such bank as the board of directors may designate, to pay 
over to borrowers all sums received for their account from the federal 
land bank upon first mortgage as in this act prescribed, and to meet 
all other obligations of the association, subject to the orders of the 
board of directors and in accordance with the by-laws of the associa- 
tion. It shall be the duty of the secretary-treasurer, acting under the 
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direction of the National farm loan association, to collect, receipt for, 
and transmit to the federal land bank payments of interest, amortiza- 
tion installments, or principal arising out of loans made through the 
association. He shall be the custodian of the securities, records, papers, 
certificates of stock, and all documents relating to or bearing upon the 
conduct of the affairs of the association. He shall furnish a suitable 
surety bond to be prescribed and approved by the Federal Farm Loan 
Board for the proper performance of the duties imposed upon him 
under this act, which shall cover prompt collection and transmission of 
funds. He shall make a quarterly report to the Federal Farm Loan 
Board upon forms to be provided for that purpose. Upon request from 
said board said secretary-treasurer shall furnish information regarding 
the condition of the National farm loan association for which he is 
acting, and he shall carry out all duly authorized orders of said board. 
He shall assure himself from time to time that the loans made through 
the National farm loan association of which he is an officer are applied 
to the purposes set forth in the application of the borrower as approved, 
and shall forthwith report to the land bank of the district any failure 
of any borrower to comply with the terms of his application or mort- 
gage. He shall also ascertain and report to said bank the amount of 
any delinquent taxes on land mortgaged to said bank and the name of 
the delinquent. 

The reasonable expenses of the secretary-treasurer, the loan com- 
mittee, and other officers and agents of National farm loan associations, 
and the salary of the secretary-treasurer, shall be paid from the general 
funds of the association, and the board of directors is authorized to set 
aside such sums as it shall deem requisite for that purpose and for 
other expenses of said association. When no such funds are available, 
the board of directors may levy an assessment on members in propor- 
tion to the amount of stock held by each, which may be repaid as soon 
as funds are available, or it may secure an advance from the federal 
land bank of the district, to be repaid with interest at the rate of six 
per cent, per annum, from dividends belonging to said association. Said 
federal land bank is hereby authorized to make such advance and to 
deduct such repayment. 

Ten or more natural persons who are the owners, or about to 
become the owners, of farm land qualified as security for a mortgage 
loan under section twelve of this act, may unite to form a National 
farm loan association. They shall organize subject to the require- 
ments and the conditions specified in this section and in section four of 
this act, so far as the same may be applicable: Provided, That the 
board of directors may consist of five members only, and instead of a 
secretary and a treasurer there shall be a secretary-treasurer, who need 
not be a shareholder of the association. 

When the articles of association are forwarded to the federal land 
bank of the district as provided in this section, they shall be accom- 
panied by the written report of the loan committee as required in sec- 
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tion ten of this act, and by an affidavit stating that each of the sub- 
scribers is the owner, or is about to become the owner, of farm land 
qualified under section twelve of this act as the basis of a mortgage 
loan; that the loan desired by each person is not more than $10,000, 
nor less than $100, and that the aggregate of the desired loans is not 
less than $20,000; that said affidavit is accompanied by a subscription 
to stock in the federal land bank equal to five per cent, of the aggre- 
gate sum desired on mortgage loans; and that a temporary organization 
of said association has been formed by the election of a board of 
directors, a loan committee, and a secretary-treasurer who subscribes to 
said affidavit, giving his residence and post office address. 

Upon receipt of such articles of association, with the accompanying 
affidavit and stock subscription, the directors of said federal land bank 
shall send an appraiser to investigate the solvency and character of the 
applicants and the value of their lands, and shall then determine 
whether in their judgment a charter should be granted to such asso- 
ciation. They shall forward such articles of association and the accom- 
panying affidavit to the Federal Farm Loan Board with their recommen- 
dation. If said recommendation is unfavorable, the charter shall be 
refused. 

If said recommendation is favorable, the Federal Farm Loan Board 
shall thereupon grant a charter to the applicants therefor, designating 
the territory in which such association may make loans, and shall for- 
ward said charter to said applicants through said federal land bank: 
Provided, That said Federal Farm Loan Board may for good cause 
shown in any case refuse to grant a charter. 

Upon receipt of its charter such National farm loan association 
shall be authorized and empowered to receive from the federal land 
bank of the district sums to be loaned to its members under the terms 
and conditions of this act. 

Whenever anv National farm loan association shall desire to secure 
for any member a loan on first mortgage from the federal land bank 
of its district it shall subscribe for capital stock of said land bank to 
the amount of five per cent, of such loan, such subscription to be paid 
in cash upon the granting of the loan by said land bank. Such capital 
stock shall be held by said land bank as collateral security for the pay- 
ment of said loan, but said association shall be paid any dividends 
accruing and payable on said capital stock while it is outstanding. Such 
stock may, in the discretion of the directors, and with the approval of 
the Federal Farm Loan Board, be paid off at par and retired, and it 
shall be so paid off and retired upon full payment of the mortgage loan. 
In such case the national farm loan association shall pay off at par 
and retire the corresponding shares of its stock which were issued 
when said land bank stock was issued. The capital stock of a federal 
land bank shall not be reduced to an amount less than five per cent, of 
the principal of the outstanding farm loan bonds issued by it. 



AND COGNATE STATUTES 859 

Capital Stock of National Farm Loan Associations 

Sec. 8. That the shares in National farm loan associations shall be 
of the par value of $5 each. 

Every shareholder shall be entitled to one vote on each share of 
stock held by him at all elections of directors and in deciding all ques- 
tions at meetings of shareholders: Provided, That the maximum number 
of votes which may be cast by any one shareholder shall be twenty. 

No persons but borrowers on farm land mortgages shall be mem- 
bers or shareholders of National farm loan associations. Any person 
desiring to borrow on farm land mortgage through a National farm 
loan association shall make application for membership and shall sub- 
scribe for shares of stock in such farm loan association to an amount 
equal to five per cent, of the face of the desired loan, said subscription 
to be paid in cash upon the granting of the loan. If the application 
for membership is accepted and the loan is granted, the applicant shall, 
upon full payment therefor, become the owner of one share of capital 
stock in said loan association for each $100 of the face of his loan, 
or any major fractional part thereof. Said capital stock shall be paid 
off at par and retired upon full payment of said loan. Said capital 
stock shall be held by said association as collateral security for the 
payment of said loan, but said borrower shall be paid any dividends 
accruing and payable on said capital stock while it is outstanding. 

Every National farm loan association formed under this act shall 
by its articles of association provide for an increase of its capital stock 
from time to time for the purpose of securing additional loans for its 
members and providing for the issue of shares to borrowers in accord- 
ance with the provisions of this act. Such increases shall be included 
in the quarterly reports to the Federal Farm Loan Board. 

National Farm Loan Associations — Special Provisions 

Sec 9. That any person whose application for membership is 
accepted by a National farm loan association shall be entitled to borrow 
money on farm land mortgages upon filing his application in accordance 
with section eight and otherwise complying with the terms of this act 
whenever the federal land bank of the district has funds available for 
that purpose, unless said land bank of the Federal Farm Loan Board 
shall, in its discretion, otherwise determine. 

Any person desiring to secure a loan through a National farm loan 
association under the provisions of this act may, at his option, borrow 
from the federal land bank through such association the sum necessary 
to pay for shares of stock subscribed for by him in the National farm 
loan association, such sum to be made a part of the face of the loan 
and paid off in amortization payments: Provided, however, That such 
addition to the loan shall not be permitted to increase said loan above 
the limitation imposed in subsection fifth of section twelve. 

Subject to rules and regulations prescribed by the Federal Farm 
Loan Board, any National farm loan association shall be entitled to 
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retain as a commission from each interest payment on any loan indorsed 
by it an amount to be determined by said board not to exceed one- 
eighth of one per cent, semi-annually upon the unpaid principal of said 
loan, any amounts so retained as commissions to be deducted from divi- 
dends payable to such farm loan association by the federal land bank, 
and to make application to the land bank of the district for loans not 
exceeding in the aggregate one-fourth of its total stock holdings in said 
land bank. The federal land banks shall have power to make such 
loans to associations applying therefor and to charge interest at a rate 
not exceeding six per cent, per annum. 

Shareholders of every National farm loan association shall be held 
individually responsible, equally and ratably, and not one for another, 
for all contracts, debts and engagements of such association to the 
extent of the amount of stock owned by them at the par value thereof, 
in addition to the amount paid in and represented by their shares. 

After a charter has been granted to a National farm loan associa- 
tion, any natural person who is the owner, or about to become the owner, 
of farm land qualified under section twelve of this act as the basis of a 
mortgage loan, and who desires to borrow on a mortgage of such farm 
land, may become a member of the association by a two-thirds vote of 
the directors upon subscribing for one share of the capital stock of 
such association for each $100 of the face of his proposed loan or any 
major fractional part thereof. He shall at the same time file with the 
secretary-treasurer his application for a mortgage loan, giving the par- 
ticulars required by section twelve of this act. 

Appraisal 

Sec. 10. That whenever an application for a mortgage loan is 
made to a National farm loan association, it shall be first referred to 
the loan committee provided for in section seven of this act. Said loan 
committee shall examine the land which is offered as security for the 
desired loan and shall make a detailed written report signed by all 
three members, giving the appraisal of said land as determined by them, 
and such other information as may be required by rules and regulations 
to be prescribed by the Federal Farm Loan Board. No loan shall be 
approved by the directors unless said loan committee agrees upon a 
favorable report. 

The written report of said loan committee shall be submitted to the 
federal land bank, together with the application for the loan, and the 
directors of said land bank shall examine said written report when they 
pass upon the loan application which it accompanies, but they shall not 
be bound by said appraisal. 

Before any mortgage loan is made by any federal land bank, or 
joint stock land bank, it shall refer the application and written report 
of the loan committee to one or more of the land bank appraisers 
appointed under the authority of section three of this act, and such 
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appraiser or appraisers shall investigate and make a written report upon 
the land offered as security for said loan. No such loan shall be made 
by said land bank unless said written report is favorable. 

Forms for appraisal reports for farm loan associations and land 
banks shall be prescribed by the Federal Farm Loan Board. 

Land bank appraisers shall make such examinations and appraisals 
and conduct such investigations, concerning farm loan bonds and first 
mortgages, as the Federal Farm Loan Board shall direct. 

No borrower under this act shall be eligible as an appraiser under 
this section, but borrowers may act as members of a loan committee 
in any case where they are not personally interested in the loan under 
consideration. When any member of a loan committee or of a board 
of directors is interested, directly or indirectly, in a loan, a majority 
of the board of directors of any National farm loan association shall 
appoint a substitute to act in his place in passing upon such loan. 

Powers of National Farm Loan Associations 

Sec. 11. That every National farm loan association shall have 
power: 

First. To indorse, and thereby become liable for the payment of, 
mortgages taken from its shareholders by the federal land bank of its 
district. 

Second. To receive from the federal land bank of its district funds 
advanced by said land bank, and to deliver said funds to its sharehold- 
ers on receipt of first mortgages qualified under section twelve of this 
act. 

Third. To acquire and dispose of such property, real or personal, 
as may be necessary or convenient for the transaction of its business. 

Fourth. To issue certificates against deposits of current funds 
bearing interest for not longer than one year at not to exceed four per 
cent, per annum after six days from date, convertible into farm loan 
bonds when presented at the federal land bank of the district in the 
amount of $25 or any multiple thereof. Such deposits, when received, 
shall be forthwith transmitted to said land bank, and be invested by it 
in the purchase of farm loan bonds issued by a federal land bank or in 
first mortgages as defined by this act. 

Restrictions on Loans Based on First Mortgages 

Sec. 12. That no federal land bank organized under this act shall 
make loans except upon the following terms and conditions: 

First. Said loans shall be secured by duly recorded first mortgages 
on farm land within the land bank district in which the bank is situated. 

Second. Every such mortgage shall contain an agreement provid- 
ing for the repayment of the loan on an amortization plan by means of 
a fixed number of annual or semi-annual installments sufficient to cover, 
first, a charge on the loan, at a rate not exceeding the interest rate in 
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the last series of farm loan bonds issued by the land bank making the 
loan; second, a charge for administration and profits at a rate not 
exceeding one per cent, per annum on the unpaid principal, said two 
rates combined constituting the interest rate on the mortgage; and, 
third, such amounts to be applied on the principal as will extinguish 
the debt within an agreed period, not less than five years nor more than 
forty years: Provided, That after five years from the date upon which 
a loan is made additional payments in sums of $25 or any multiple 
thereof for the reduction of the principal, or the payment of the entire 
principal, may be made on any regular installment date under the rules 
and regulations of the Federal Farm Loan Board: And provided fur- 
ther, That before the first issue of farm loan bonds by any land bank 
the interest rate on mortgages may be determined in the discretion of 
said land bank subject to the provisions and limitations of this act. 

Third. No loan on mortgage shall be made under this act at a rate 
of interest exceeding six per cent, per annum, exclusive of amortization 
payments. 

Fourth. Such loans may be made for the following purposes and 
for no other: 

(a) To provide for the purchase of land for agricultural uses. 

(6) To provide for the purchase of equipment, fertilizers and live 
stock necessary for the proper and reasonable operation of the mort- 
gaged farm; the term "equipment" to be defined by the Federal Farm 
Loan Board. 

(c) To provide buildings and for the improvement of farm lands; 
the term "improvement" to be defined by the Federal Farm Loan Board. 

(d) To liquidate indebtedness of the owner of the land mortgaged, 
existing at the time of the organization of the first National farm loan 
association established in or for the county in which the land mortgaged 
is situated, or indebtedness subsequently incurred for purposes mentioned 
in this section. 

Fifth. No such loan shall exceed fifty per cent, of the value of 
the land mortgaged and twenty per cent, of the value of the perma- 
nent, insured improvements thereon, said value to be ascertained by 
appraisal, as provided in section ten of this act. In making said ap- 
praisal the value of the land for agricultural purposes shall be the basts 
of appraisal and the earning power of said land shall be a principal 
factor. 

A reappraisal may be permitted at any time in the discretion of the 
federal land bank, and such additional loan may be granted as such 
reappraisal will warrant under the provisions of this paragraph. When- 
ever the amount of the loan applied for exceeds the amount that may 
be loaned under the appraisal as herein limited, such loan may be 
granted to the amount permitted under the terms of this paragraph 
without requiring a new application or appraisal. 

Sixth. No such loan shall be made to any person who is not at the 
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time, or shortly to become, engaged in the cultivation of the farm mort- 
gaged. In case of the sale of the mortgaged land, the federal land 
bank may permit said mortgage and the stock interests of the vendor to 
be assumed by the purchaser. In case of the death of the mortgagor, 
his heir or heirs, or his legal representative or representatives, shall 
have the option, within sixty days of such death, to assume the mort- 
gage and stock interests of the deceased. 

Seventh. The amount of loans to any one borrower shall in no case 
exceed a maximum of $10,000, nor shall any loan be for a less sum 
than $100. 

Eighth. Every applicant for a loan under the terms of this act 
shall make application on a form to be prescribed for that purpose by 
the Federal Farm Loan Board, and such applicant shall state the 
objects to which the proceeds of said loan are to be applied, and shall 
afford such other information as may be required. 

Ninth. Every borrower shall pay simple interest on defaulted pay- 
ments at the rate of eight per cent, per annum, and by express covenant 
in his mortgage deed shall undertake to pay when due all taxes, liens, 
judgments, or assessments which may be lawfully assessed against the 
land mortgaged. Taxes, liens, judgments, or assessments not paid when 
due, and paid by the mortgagee, shall become a part of the mortgage 
debt and shall bear simple interest at the rate of eight per cent, per 
annum. Every borrower shall undertake to keep insured to the satis- 
faction of the Federal Farm Loan Board all buildings the value of 
which was a factor in determining the amount of the loan. Insurance 
shall be made payable to the mortgagee as its interest may appear at 
time of loss, and, at the option of the mortgagor and subject to general 
regulations of the Federal Farm Loan Board, sums so received may be 
used to pay for reconstruction of the buildings destroyed. 

Tenth. Every borrower who shall be granted a loan under the pro- 
visions of this act shall enter into an agreement, in form and under 
conditions to be prescribed by the Federal Farm Loan Board, that if 
the whole or any portion of his loan shall be expended for purposes 
other than those specified in his original application, or if the borrower 
shall be in default in respect to any condition or covenant of the mort- 
gage, the whole of said loan shall, at the option of the mortgagee, 
become due and payable forthwith: Provided, That the borrower may 
use part of said loan to pay for his stock in the farm loan association, 
and the land bank holding such mortgage may permit said loan to be 
used for any purpose specified in subsection fourth of this section. 

Eleventh. That no loan or the mortgage securing the same shall be 
impaired or invalidated by reason of the exercise of any power by any 
federal land bank or National farm loan association in excess of the 
powers herein granted or. any limitations thereon. 

Funds transmitted to farm loan associations by federal land banks 
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to be loaned to its members shall be in current funds, or farm loan 
bonds, at the option of the borrower. 

Powers of Federal Land Banks 

Sec. 18. That every federal land bank shall have power, subject 
to the limitations and requirements of this act — 

First. To issue, subject to the approval of the Federal Farm Loan 
Board, and to sell farm loan bonds of the kinds authorized in this act, 
to buy the same for its own account, and to retire the same at or before 
maturity. 

Second. To invest such funds as may be in its possession in the 
purchase of qualified first mortgages on farm lands, situated within the 
federal land bank district within which it is organized or for which it is 
acting. 

Third. To receive and to deposit in trust with the farm loan regis- 
trar for the district, to be by him held as collateral security for farm 
loan bonds, first mortgages upon farm land qualified under section 
twelve of this act, and to empower National farm loan associations, or 
duly authorized agents, to collect and immediately pay over to said land 
banks the dues, interest, amortization installments and other sums pay- 
able under the terms, conditions, and covenants of the mortgages and of 
the bonds secured thereby. 

Fourth. To acquire and dispose of — 

(a) Such property, real or personal, as may be necessary or con- 
venient for the transaction of its business, .which, however, may be in 
part leased to others for revenue purposes. 

(b) Parcels of land acquired in satisfaction of debts or purchased 
at sales under judgments, decrees, or mortgages held by it. But no 
such bank shall hold title and possession of any real estate purchased 
or acquired to secure any debt due to it, for a longer period than five 
years, except with the special approval of the Federal Farm Loan 
Board in writing. 

Fifth. To deposit its securities, and its current funds subject to 
check with any member bank of the Federal Reserve System, and to re- 
ceive interest on the same as may be agreed. 

Sixth. To accept deposits of securities or of current funds from 
National farm loan associations holding its shares, but to pay no inter- 
est on such deposits. 

Seventh. To borrow money, to give security therefor, and to pay 
interest thereon. 

Eighth. To buy and sell United States bonds. 

Ninth. To charge applicants for loans and borrowers, under rules 
and regulations promulgated by the Federal Farm Loan Board, reason- 
able fees not exceeding the actual cost of appraisal and determination 
of title. Legal fees and recording charges imposed by law in the State 
where the land to be mortgaged is located may also be included in the 
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preliminary costs of negotiating mortgage loans. The borrower may 
pay such fees and charges or he may arrange with the federal land 
bank making the loan to advance the same, in which case said expenses 
shall be made a part of the face of the loan and paid off in amortisa- 
tion payments. Such addition to the loan shall not be permitted to in- 
crease said loan above the limitations provided in section twelve. 

Restrictions on Federal Land Banks 

Sec. 14. That no federal land bank shall have power- 
First. To accept deposits of current funds payable upon demand 
except from its own stockholders, or to transact any banking or other 
business not expressly authorized -by the provisions of this act. 

Second. To loan on first mortgage except through National farm 
loan associations as provided in section seven and section eight of this 
act, or through agents as provided in section fifteen. 

Third. To accept any mortgages on real estate except first mort- 
gages created subject to all limitations imposed by section twelve of this 
act, and those taken as additional security for existing loans. 

Fourth. To issue or obligate itself for outstanding farm loan bonds 
in excess of twenty times the amount of its capital and surplus, or to 
receive from any National farm loan association additional mortgages 
when the principal remaining unpaid upon mortgages already received 
from such association shall exceed twenty times the amount of its capi- 
tal stock owned by such association. 

Fifth. To demand or receive, under any form or pretense, any 
commission or charge not specifically authorized in this act. 

Agents of Federal Land Banks 

Sec. 15. That whenever, after this act shall have been in effect 
one year, it shall appear to the Federal Farm Loan Board that Na- 
tional farm loan associations have not been formed, and are not likely 
to be formed, in any locality, because of peculiar local conditions, said 
board may, in its discretion, authorize federal land banks to make 
loans on farm lands through agents approved by said board. 

Such loans shall be subject to the same conditions and restrictions 
as if the same were made through National farm loan associations, and 
each borrower shall contribute five per cent, of the amount of his loan 
to the capital of the federal land bank, and shall become the owner of 
as much capital stock of the land bank as such contribution shall 
warrant. 

No agent other than a duly incorporated bank, trust company, 
mortgage company, or savings institution, chartered by the State in 
which it has its principal office, shall be employed under the provisions 
of this section. 

Federal land banks may pay to such agents the actual expense of 
apprasing the land offered as security for a loan, examining and certi- 
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fying the title thereof, and making, executing, and recording the mort- 
gage papers; and in addition may allow said agents not to exceed one- 
half of one per cent, per annum upon the unpaid principal of said loan, 
such commission to be deducted from dividends payable to the borrower 
on his stock in the federal land bank. 

Actual expenses paid to agents under the provisions of this section 
shall be added to the face of the loan and paid off in amortization pay- 
ments subject to the limitations provided in subsection ninth of section 
thirteen of this act. 

Said agents, when required by the federal land banks, shall collect 
and forward to such banks without charge all interest and Amortization 
payments on loans indorsed by them. 

Any agent negotiating any such loan shall indorse the same and 
become liable for the payment thereof, and for any default by the mort- 
gagor, on the same terms and under the same penalties as if the loan 
had been originally made by said agent as principal and sold by said 
agent to said land bank, but the aggregate of the unpaid prinicpal of 
mortgage loans received from any such agent shall not exceed ten times 
its capital and surplus. 

If at any time the district represented by any agent under the pro- 
visions of this section shall, in the judgment of the Federal Farm Loan 
Board, be adequately served by National farm loan associations, no fur- 
ther loans shall be negotiated therein by agents under this section. 

Joint Stock Land Banks 

Sec. 16. That corporations, to be known as joint stock land banks, 
for carrying on the business of lending on farm mortgage security and 
issuing farm loan bonds, may be formed by any number of natural per- 
sons not less than ten. They shall be organized subject to the require- 
ments and under the conditions set forth in section four of this act, so 
far as the same may be applicable: Provided, That the board of direc- 
tors of every joint stock land bank shall consist of not less than five 
members. 

Shareholders of every joint stock land bank organized under this act 
shall be held individually responsible, equally and ratably, and not one 
for another, for all contracts, debts, and engagements of such bank to 
the extent of the amount of stock owned by them at the par value 
thereof, in addition to the amount paid in and represented by their 
shares. 

Except as otherwise provided, joint stock land banks shall have the 
powers of, and be subject to all the restrictions and conditions imposed 
on, federal land banks by this act, so far as such restrictions and con- 
ditions are applicable: Provided, however, That the government of the 
United States shall not purchase or subscribe for any of the capital 
stock of any such bank; and each shareholder of any such bank shall 
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have the same voting privileges as holders of shares in National bank- 
ing associations. 

No joint stock land bank shall have power to issue or obligate itself 
for outstanding farm loan bonds in excess of fifteen times the amount 
of its capital and surplus, or to receive deposits or to transact any 
banking or other business not expressly authorized by the provisions of 
this act. 

No joint stock land bank shall be authorized to do business until 
capital stock to the amount of at least $250,000 has been subscribed, 
one-half thereof paid in cash and the balance subject to call by the 
board of directors, and a charter has been issued to it by the Federal 
Farm Loan Board. 

No joint stock land bank shall issue any bonds until after the capi- 
tal stock is entirely paid up. 

Farm loan bonds issued by joint stock land banks shall be so en- 
graved as to be readily distinguished in form and color from farm loan 
bonds issued by federal land banks, and shall otherwise bear such dis- 
tinguishing marks as the Federal Farm Loan Board shall direct. 

Joint stock land banks shall not be subject to the provisions of 
subsection (6) of section seventeen of this act as to interest rates on 
mortgage loans or farm loan bonds, nor to the provisions of subsections 
first, fourth, sixth, seventh, and tenth of section twelve as to restric- 
tions on mortgage loans: Provided, however, That no loans shall be 
made which are not secured by first mortgages on farm lands within 
the State in which such joint stock land bank has its principal office, 
or within some one State contiguous to such State. Such joint stock 
land banks shall be subject to all other restrictions on mortgage loans 
imposed on federal land banks in section twelve of this act. 

Joint stock land banks shall in no case charge a rate of interest on 
farm loans exceeding by more than one per cent, the rate of interest 
established for the last series of farm loan bonds issued by them. 

Joint stock land banks shall in no case demand or receive, under 
any form or pretense, any commission or charge not specifically author- 
ized in this act. 

Each joint stock land bank organized under this act shall have 
authority to issue bonds based upon mortgages taken by it in accord- 
ance with the terms of this act. Such bonds shall be in form pre- 
scribed by the Federal Farm Loan Board, and it shall be stated in 
such bonds that such bank is organized under section sixteen of this 
act, is under federal supervision, and operates under the provisions of 
this act. 

Powers of Federal Farm Loan Board 

Sec. 17. That the Federal Farm Loan Board shall have power — 

(a) To organize and charter federal land banks, and to charter 

National farm loan associations and joint stock land banks subject to 
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the provisions of this act, and in its discretion to authorize them to 
increase their capital stock. 

(6) To review and alter at its discretion the rate of interest to be 
charged by federal land banks for loans made by them under the pro- 
visions of this act, said rates to be uniform so far as practicable. 

(c) To grant or refuse to federal land banks, or joint stock land 
banks, authority to make any specific issue of farm loan bonds. 

(d) To make rules and regulations respecting the charges made 
to borrowers on loans under this act for expenses in appraisal, deter- 
mination of title, and recording. 

(e) To require reports and statements of condition and to make 
examinations of all banks or associations doing business under the pro- 
visions of this act. 

(f) To prescribe the form and terms of farm loan bonds, and the 
form, terms, and penal sums of all surety bonds required under this 
act and of such other surety bonds as they shall deem necessary, such 
surety bonds to cover financial loss as well as faithful performance of 
duty. 

(g) To require federal land banks to pay forthwith to any fed- 
eral land bank their equitable proportion of any sums advanced by said 
land bank to pay the coupons of any other land bank, basing said re- 
quired payments on the amount of farm loan bonds issued by each land 
bank and actually outstanding at the time of such requirement. 

(h) To suspend or to remove for cause any district director or 
any registrar, appraiser, examiner, or other official appointed by said 
board under authority of section three of this act, the cause of such 
suspension or removal to be communicated forthwith in writing by the 
Federal Loan Farm Board to the person suspended or removed, and in 
case of a district director to the proper federal land bank. 

(i) To exercise general supervisory authority over the federal 
land banks, the National farm loan associations, and the joint stock 
land banks herein provided for. 

(j) To exercise such incidental powers as shall be necessary or 
requisite to fulfill its duties and carry out the purposes of this act. 

Applications for Farm Loan Bonds 

Sec. 18. That any federal land bank, or joint stock land bank, 
which shall have voted to issue farm loan bonds under this act, shall 
make written application to the Federal Farm Loan Board, through 
the farm loan registrar of the district, for approval of such issue. 
With said application said land bank shall tender to said farm loan 
registrar as collateral security first mortgages on farm lands qualified 
under the provisions of section twelve, section fifteen, or section sixteen 
of this act, or United States government bonds, not less in aggregate 
amount than the sum of the bonds proposed to be issued. Said bank 
shall furnish with such mortgages a schedule containing a description 
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thereof 'and such further information as may be prescribed by the Fed- 
eral Farm Loan Board. 

Upon receipt of such application said farm loan registrar shall 
verify said schedule and shall transmit said application and said sched- 
ule to the Federal Farm Loan Board, giving such further information 
pertaining thereto as he may possess. The Federal Farm Loan Board 
shall forthwith cause to be made such investigation and appraisement 
of the securities tendered as it shall deem wise, and it shall grant in 
whole or in part, or reject entirely, such application. 

The Federal Farm Loan Board shall promptly transmit its decision 
as to any issue of farm loan bonds to the land bank applying for the 
same and the farm loan registrar of the district. Said registrar shall 
furnish, in writing, such information regarding any issue of farm loan 
bonds as the Federal Farm Loan Board may at any time require. 

No issue of farm loan bonds shall be authorized unless the Federal 
Farm Loan Board shall approve such issue in writing. 

Issue of Farm Loan Bonds 

Sec. 19. That whenever any farm loan registrar shall receive from 
the Federal Farm Loan Board notice that it has approved any issue 
of farm loan bonds tmder the provisions of section eighteen he shall 
forthwith take such steps as may be necessary, in accordance with the 
provisions of this act, to insure the prompt execution of said bonds and 
the delivery of the same to the land bank applying therefor. 

Whenever the Federal Farm Loan Board shall reject entirely any 
application for an issue of farm loan bonds, the first mortgages and 
bond tendered to the farm loan registrar as collateral security therefor 
shall be forthwith returned to said land bank by him. 

Whenever the Federal Farm Loan Board shall approve an issue of 
farm loan bonds, the farm loan registrar having the custody of the first 
mortgages and bonds tendered as collateral security for such issue of 
bonds shall retain in his custody those first mortgages and bonds which 
are to be held as collateral security, and shall return to the bank owning 
the same any of said mortgages and bonds which are not to be held by 
him as collateral security. The land bank which is to issue said farm 
loan bonds shall transfer to said registrar, by assignment, in trust, all 
first mortgages and bonds which are to be held by said registrar as col- 
lateral security, said assignment providing for the right of redemption 
at any time by payment as provided in this act and reserving the right 
of substitution of other mortgages qualified under sections twelve, fif- 
teen, and sixteen of this act. Said mortgages and bonds shall be de- 
posited in such deposit vault or bank as the Federal Farm Loan Board 
shall approve, subject to the control of said registrar and in his name 
as trustee for the bank issuing the farm loan bonds and for the pros- 
pective holders of said farm loan bonds. 

No mortgage shall be accepted by a farm loan registrar from a land 
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bank as part of an offering to secure an issue of farm loan bonds, either 
originally or by substitution, except first mortgages made subject to the 
conditions prescribed in said sections twelve, fifteen, and sixteen. 

It shall be the duty of each farm loan registrar to see that the farm 
loan bonds delivered by him and outstanding do not exceed the amount 
of collateral security pledged therefor. Such registrar may, in his dis- 
cretion, temporarily accept, in place of mortgages withdrawn, United 
States government bonds or cash. 

The Federal Farm Loan Board may, at any time, call upon any land 
bank for additional security to protect the bonds issued by it. 

Form of Farm Loan Bonds 

Sec. 20. That bonds provided for in this act shall be issued in 
denominations of $25, $50, $100, $500, and $1,000; they shall run for 
specified minimum and maximum periods, subject to payment and retire- 
ment, at the option of the land bank, at any time after fivt years from 
the date of their issue. They shall have interest coupons attached, 
payable semiannually, and shall be issued in series of not less than 
$50,000, the amount and terms to be fixed by the Federal Farm Loan 
Board. They shall bear a rate of interest not to exceed five per cent, 
per annum. 

The Federal Farm Loan Board shall prescribe rules and regulations 
concerning the circumstances and manner in which farm loan bonds 
shall be paid and retired under the provisions of this act. 

Farm loan bonds shall be delivered through the registrar of the dis- 
trict to the bank applying for the same. 

In order to furnish farm loan bonds for delivery at the federal 
land banks and joint stock land banks, the Secretary of the Treasury 
is hereby authorized to prepare suitable bonds in such form, subject 
to the provisions of this act, as the Federal Farm Loan Board may 
approve, such bonds when prepared to be held in the treasury subject 
to delivery upon order of the Federal Farm Loan Board. The en- 
graved plates, dies, bed-pieces, and so forth, executed in connection 
therewith shall remain in the custody of the Secretary of the Treasury. 
Any expenses incurred in the preparation, custody, and delivery of such 
farm loan bonds shall be paid by the Secretary of the Treasury from 
any funds in the treasury not otherwise appropriated: Provided, how- 
ever, That the secretary shall be reimbursed for such expenditures by 
the Federal Farm Loan Board through assessment upon the farm land 
banks in proportion to the work executed. They may be exchanged into 
registered bonds of any amount, and reexchanged into coupon bonds, at 
the option of the holder, under rules and regulations to be prescribed 
bv the Federal Farm Loan Board. 

Special Provisions of Farm Loan Bonds 

Sec. 21. That each land bank shall be bound in all respects by 
the acts of its officers in signing and issuing farm loan bonds, and by 
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the acts of the Federal Farm Loan Board in authorizing their issue. 

Every federal land bank issuing farm loan bonds shall be primarily 
liable therefor, and shall also be liable, upon presentation of farm loan 
bond coupons, for interest payments due upon any farm loan bonds 
issued by other federal land banks and remaining unpaid in conse- 
quence of the default of such other land banks; and every such bank 
shall likewise be liable for such portion of the principal of farm loan 
bonds so issued as shall not be paid after the assets of any such other 
land banks shall have been liquidated and distributed: Provided, That 
such losses, if any, either of interest or of principal, shall be assessed 
by the Federal Farm Loan Board against solvent land banks liable 
therefor in proportion to the amount of farm loan bonds which each 
may have outstanding at the time of such assessment. 

Every federal land bank shall by appropriate action of its board of 
directors, duly recorded in its minutes, obligate itself to became liable 
on farm loan bonds as provided in this section. 

Every farm loan bond issued by a federal land bank shall be signed 
by its president and attested by its secretary, and shall contain in the 
face thereof a certificate signed by the Farm Loan Commissioner to the 
effect that it is issued under the authority of the Federal Farm Loan Act, 
has the approval in form and issue of the Federal Farm Loan Board, 
and is legal and regular in all respects; that it is not taxable by Na- 
tional, State, municipal, or local authority; that it is issued against col- 
lateral security of United States Government bonds, or indorsed first 
mortgages on farm lands, at least equal in amount to the bonds issued; 
and that all federal land banks are liable for the payment of each bond. 

Application op Amortization and Interest Payments 

Sec. 22. That whenever any federal land bank, or joint stock land 
bank, shall receive any interest, amortization or other payments upon 
any first mortgage or bond pledged as collateral security for the issue 
of farm loan bonds, it shall forthwith notify the farm loan registrar 
of the items so received. Said registrar shall forthwith cause such pay- 
ment to be duly credited upon the mortgage entitled to such credit. 
Whenever any such mortgage is paid in full, said registrar shall cause 
the same to be canceled and delivered to the proper land bank, which 
shall promptly satisfy and discharge the lien of record and transmit 
such canceled mortgage to the original maker thereof, or his heirs, 
administrators, executors, or assigns. 

Upon written application by any federal land bank, or joint stock 
land bank, to the farm loan registrar, it may be permitted, in the dis- 
cretion of said registrar, to withdraw any mortgages or bonds pledged 
as collateral security under this act, and to substitute * therefor other 
similar mortgages or United States Government bonds not less in 
amount than the mortgages or bonds desired to be withdrawn. 

Whenever any farm loan bonds, or coupons or interest payments of 
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such bonds, are due under their terms, they shall be payable at the land 
bank by which they were issued, in gold or lawful money, and upon 
payment shall be duly canceled by said bank. At the discretion of the 
Federal Farm Loan Board, payment of any farm loan bond or coupon 
or interest payment may, however, be authorized to be made at any fed- 
eral land bank, any joint stock land bank, or any other bank, under 
rules and regulations to be prescribed by the Federal Farm Loan Board. 

When any land bank shall surrender to the proper farm loan regis- 
trar any farm loan bonds of any series, canceled or uncanceled, said 
land bank shall be entitled to withdraw first mortgages and bonds 
pledged as collateral security for any of said series of farm loan bonds 
to an amount equal to the farm loan bonds so surrendered, and it shall 
be the duty of said registrar to permit and direct the delivery of such 
mortgages and bonds to such land bank. 

Interest payments on hypothecated first mortgages shall be at the 
disposal of the land bank pledging the same, and shall be available for 
the payment of coupons and the interest of farm loan bonds as they 
become due. 

Whenever any bond matures, or the interest on any registered bond 
is due, or the coupon or any coupon bond matures, and the same shall 
be presented for payment as provided in this act, the full face value 
thereof shall be paid to the holder. 

Amortization and other payments on the principal of first mortgages 
held by a farm loan registrar as collateral security for the issue of farm 
loan bonds shall constitute a trust fund in the hands of the federal land 
bank or joint stock land bank receiving the same, and shall be applied 
or employed as follows: 

In the case of a federal land bank — 

(a) To pay off farm loan bonds issued by said bank as they ma- 
ture. 

(6) To purchase at or below par farm loan bonds issued by said 
bank or by any other federal land bank. 

(c) To loan on first mortgages on farm lands within the land bank 
district, qualified under this act as collateral security for an issue of 
farm loan bonds. 

(d) To purchase United States Government bonds. 
In the case of a joint stock land bank — 

(a) To pay off farm loan bonds issued by said bank as they ma- 
ture. 

(6) To purchase at or below par farm loan bonds. 

(c) To loan on first mortgages qualified under section sixteen of 
this act. 

(d) To purchase United States Government bonds. 

The farm loan bonds, first mortgages, United States Government 
bonds, or cash constituting the trust fund aforesaid, shall be forth- 
with deposited with the farm loan registrar as substituted collateral 
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security in place of the sums paid on the principal of indorsed mort- 
gages held by him in trust. 

Every federal land bank, or joint stock land bank, shall notify the 
farm loan registrar of the disposition of all payments made on the prin- 
cipal of mortgages held as collateral security for an issue of farm loan 
bonds, and said registrar is authorized, at his discretion, to order any of 
such payments, or the proceeds thereof, wherever deposited or however 
invested, to be immediately transferred to his account as trustee afore- 
said. 

Reserves and Dividends of Land Banks 

Sec. 28. That every federal land bank, and every joint stock land 
bank, shall semi-annually carry to reserve account twenty-five per cent, 
of its net earnings until said reserve account shall show a credit bal- 
ance equal to twenty per cent, of the outstanding capital stock of said 
land bank. Whenever said reserve shall have been impaired, said bal- 
ance of twenty per cent, shall be fully restored before any dividends are 
paid. After said reserve has reached the sum of twenty per cent, of the 
outstanding capital stock, five per cent, of the net earnings shall be an- 
nually added thereto. For the period of two years from the date when 
any default occurs in the payment of the interest, amortization install- 
ments, or principal on any first mortgage, by both mortgagor and in- 
dorser, the amount so defaulted shall be carried to a suspense account, 
and at the end of the two-year period specified, unless collected, shall be 
debited to reserve account. 

After deducting the twenty-five per cent, or the five per cent, here- 
inbefore directed to be deducted for credit to reserve account, and federal 
land bank or joint stock land bank may declare a dividend to share- 
holders of the whole or any part of the balance of its net earnings. The 
reserves of land banks shall be invested in accordance with rules and 
regulations to be prescribed by the Federal Farm Loan Board. 

Reserve and Dividends of National Farm Loan Associations 

Sec. 24. That every National farm loan association shall, out of 
its net earnings, semi-annually carry to reserve account a sum not less 
than ten per cent, of such net earnings until said reserve account shall 
show a credit balance equal to twenty per cent, of the outstanding capi- 
tal stock of said association. 

Whenever said reserve shall have been impaired, said credit balance 
of twenty per cent, shall be fully restored before any dividends are 
paid. After said reserve has reached said sum of twenty per cent., two 
per cent, of the net earnings shall be annually added thereto. 

After deducting the ten per cent, or the two per cent, hereinbefore 
directed to be credited to reserve account, said association may, at its dis- 
cretion, declare a dividend to shareholders of the whole or any part of 
the balance of said net earnings. 

The reserves of farm loan associations shall be invested in accord- 
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ance with rules and regulations to be prescribed by the Federal Farm 
Loan Board. 

Whenever any farm loan association shall be voluntarily liquidated 
a sum equal to its reserve account as herein required shall be paid to 
and become the property of the federal land bank in which such loan 
association may be a shareholder. 

Defaulted Loans 

Sec. 25. That if there shall be default under the terms of any 
indorsed first mortgage held by a federal land bank under the provisions 
of this act, the National farm loan association or agent through which 
said mortgage was received by said federal land bank shall be notified 
of said default. Said association or agent may thereupon be required, 
within thirty days after such notice, to make good said default, either by 
payment of the amount unpaid thereon in cash, or by the substitution of 
an equal amount of farm loan bonds issued by said land bank, with all 
unmatured coupons attached. 

Exemption from Taxation 

Sec. 26. That every federal land bank and every National farm 
loan association, including the capital and reserve or surplus therein and 
the income derived therefrom, shall be exempt from Federal, State, mu- 
nicipal, and local taxation, except taxes upon real estate held, purchased, 
or taken by said bank or association under the provisions of section 
eleven and section thirteen of this act. First mortgages executed to 
federal land banks, or to joint stock land banks, and farm loan bonds 
issued under the provisions of this act, shall be deemed and held to ba 
instrumentalities of the Government of the United States, and as such 
they and the income derived therefrom shall be exempt from Federal, 
State, municipal and local taxation. 

Nothing herein shall prevent the shares in any joint stock land bank 
from being included in the valuation of the personal property of the 
owner or holder of such shares, in assessing taxes imposed by authority 
of the State within which the bank is located; but such assessment and 
taxation shall be in manner and subject to the conditions and limitations 
contained in section fifty-two hundred and nineteen of the Revised Stat- 
utes with reference to the shares of National banking associations. 

Nothing herein shall be construed to exempt the real property of 
federal and joint stock land banks and National farm loan associations 
from either State, county, or municipal taxes, to the same extent, 
according to its value, as other real property is taxed. 

Investment in Farm Loan Bonds 

Sec. 27. That farm loan bonds issued under the provisions of this 
act by federal land banks or joint stock land banks shall be a lawful 
investment for all fiduciary and trust funds, and may be accepted 
security for all public deposits. 
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Any member bank of the Federal Reserve System may buy and sell 
farm loan bonds issued under the authority of this act. 

Any federal reserve bank may buy and sell farm loan bonds issued 
under this act to the same extent and subject to the same limitations 
placed upon the purchase and sale by said banks of State, county, dis- 
trict, and municipal bonds under subsection (b) of section fourteen of 
the Federal Reserve Act approved December twenty-third, nineteen 
hundred and thirteen. 

Examinations 

Sec. 28. That the Federal Farm Loan Board shall appoint as many 
land bank examiners as in its judgment may be required to make care- 
ful examinations of the banks and associations permitted to do business 
under this act. 

Said examiners shall be subject to the same requirements, responsi- 
bilities and penalties as are applicable to National bank examiners under 
the National Bank Act, the Federal Reserve Act and other provisions 
of law. Whenever directed by the Federal Farm Loan Board, said ex- 
aminers shall examine the condition of any National farm loan associa- 
tion and report the same to the Farm Loan Commissioner. They shall 
examine and report the condition of every federal land bank and joint 
stock land bank at least twice each year. 

Said examiners shall receive salaries to be fixed by the Federal Farm 
Loan Board. 

Dissolution and Appointment of Receivers 

Sec. 29. That upon receiving satisfactory evidence that any Na- 
tional farm loan association has failed to meet its outstanding obliga- 
tions of any description the Federal Farm Loan Board may forthwith 
declare such association insolvent and appoint a receiver and require of 
him such bond and security as it deems proper: Provided, That no Na- 
tional farm loan association shall be declared insolvent by said board 
until the total amount of defaults of current interest and amortization 
installments on loans indorsed by National farm loan associations shall 
amount to at least $150,000 in the federal land bank district, unless 
such association shall have been in default for a period of two years. 
Such receiver, under the direction of the Federal Farm Loan Board, 
shall take possession of the books, records, and assets of every descrip- 
tion of such association, collect all debts, dues, and claims belonging to 
it, and, with the approval of the Federal Farm Loan Board, or upon the 
order of a court of record of competent jurisdiction, may sell or com- 
pound all bad or doubtful debts, and, on a like approval or order, may 
sell all the real and personal property of such association, on such terms 
as the Federal Farm Loan Board or said court shall direct. 

Such receiver shall pay over all money so collected to the Treasurer 
of the United States, subject to the order of the Federal Farm Loan 
Board, and also make report to said board of all his acts and proceed- 
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ings. The Secretary of the Treasury shall have authority to deposit at 
interest any money so received. 

Upon default of any obligation, federal land banks and joint stock 
land banks may be declared insolvent and placed in the hands of a re- 
ceiver by the Federal Farm Loan Board, and proceedings shall thereupon 
be had in accordance with the provisions of this section regarding Na- 
tional farm loan associations. 

If any National farm loan association shall be declared insolvent 
and a receiver shall be appointed therefor by the Federal Farm Loan 
Board, the stock held by it in the federal land bank of its district shall 
be canceled without impairment of its liability and all payments on such 
stock, with accrued dividends, if any, since the date of the last dividend 
shall be first applied to all debts of the insolvent farm loan association 
to the federal land bank and the balance, if any, shall be paid to the 
receiver of said farm loan association: Provided, That in estimating said 
debts contingent liabilities incurred by National farm loan associations 
under the provisions of this act on account of default of principal or in- 
terest of indorsed mortgages shall be estimated and included as a debt, 
and said contingent liabilities shall be determined by agreement between 
the receiver and the federal land bank of the district, subject to the ap- 
proval of the Federal Farm Loan Board, and if said receiver and said 
land bank can not agree, then by the decision of the Farm Loan Com- 
missioner, and the amount thus ascertained shall be deducted in accord- 
ance with the provisions of this section from the amount otherwise due 
said National farm loan association for said canceled stock. Whenever 
the capital stock of a federal land bank shall be reduced, the board of 
directors shall cause to be executed a certificate to the Federal Farm 
Loan Board, showing such reduction of capital stock, and, if said redac- 
tion shall be due to the insolvency of a National farm loan association, 
the amount repaid to such association. 

No National farm loan association, federal land bank or joint stock 
land bank shall go into voluntary liquidation without the written con- 
sent of the Federal Farm Loan Board, but National farm loan associa- 
tions may consolidate under rules and regulations promulgated by the 
Federal Farm Loan Board. 

State Legislation 

Sec. 80. That it shall be the dutv of the Farm Loan Commissioner 
to make examination of the laws of every State of the United States 
and to inform the Federal Farm Loan Board as rapidly as may be 
whether in his judgment the laws of each State relating to the conveying 
and recording of land titles, and the foreclosure of mortgages or other 
instruments securing loans, as well as providing homestead and other 
exemptions and granting the power to waive such exemptions as respects 
first mortgages, are such as to assure the holder thereof adequate safe- 
guards against loss in the event of default on loans secured by any 
such mortgages. 



AND COGNATE STATUTES 877 

Pending the making of such examination in the case of any State, 
the Federal Farm Loan Board may declare first mortgages on farm 
lands situated within such State ineligible as the basis for an issue of 
farm loan bonds; and if said examination shall show that the laws of 
any such State afford insufficient protection to the holder of first mort- 
gages of the kinds provided in this act, said Federal Farm Loan Board 
may declare said first mortgages on land situated in such State ineligible 
during the continuance of the laws in question. In making his examina- 
tion of the laws of the several States and forming his conclusions there- 
on said Farm Loan Commissioner may call upon the office of the Attor- 
ney General of the United States for any needed legal advice or as- 
sistance, or may employ special counsel in any State where he considers 
such action necessary. 

At the request of the Executive of any State the Federal Farm Loan 
Board shall prepare a statement setting forth in what respects the re- 
quirements of said board can not be complied with under the existing 
laws of such State. 

Penalties 

Sec. 81. That any applicant for a loan under this act who shall 
knowingly make any false statement in his application for such loan, 
and any member of a loan committee or any appraiser provided for in 
this act who shall willfully overvalue any land offered as security for 
loans under this act, shall be punished by a fine of not exceeding $5,000, 
or by imprisonment not exceeding one year, or both. Any examiner ap- 
pointed under this act who shall accept a loan or gratuity from any land 
bank or National farm loan association examined by him, or from any 
person connected with any such bank or association in any capacity, 
shall be punished by a fine of not exceeding $5,000, or by imprisonment 
not exceeding one year, or both, and may be fined a further sum equal to 
the money so loaned or gratuity given, and shall forever thereafter be 
disqualified from holding office as an examiner under the provisions of 
this act. No examiner, while holding such office, shall perform any other 
service for compensation for any bank or banking or loan association, or 
for any person connected therewith in any capacity. 

Any person who shall falsely make, forge, or counterfeit, or cause 
or procure to be falsely made, forged, or counterfeited, or willingly aid 
or assist in falsely making, forging, or counterfeiting any bond, coupon, 
or paper in imitation of, or purporting to be in imitation of, the bonds 
or coupons issued by any land bank or National farm loan association, 
now or hereafter authorized and acting under the laws of the United 
States; or any person who shall pass, utter, or publish, or attempt to 
pass, utter, or publish any false, forged, or counterfeited bond, coupon, 
or paper purporting to be issued by any such bank or association, know- 
ing the same to be falsely made, forged, or counterfeited; or whoever 
shall falsely alter, or cause or procure to be falsely altered, or shall 
willingly aid or assist in falsely altering any such bond, coupon, or 
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paper, or shall pass, utter, or publish as true any falsely altered or 
spurious bond, coupon, or paper issued, or purporting to have been 
issued, by any such bank or association, knowing the same to be falsely 
altered or spurious, shall be punished by a fine of not exceeding $5,000 
or by imprisonment not exceeding five years, or both. 

Other than the usual salary or director's fee paid to any officer, 
director, or employee of a National farm loan association, a federal land 
bank, or a joint stock land bank, and other than a reasonable fee paid 
by such association or bank to any officer, director, attorney, or em- 
ployee for services rendered, no officer, director, attorney, or employee 
of an association or bank organized under this act shall be a beneficiary 
of or receive, directly or indirectly, any fee, commission, gift or other 
consideration for or in connection with any transaction or business of 
such association or bank. No land bank or National farm loan associa- 
tion organized under this act shall charge or receive any fee, commis- 
sion, bonus, gift, or other consideration not herein specifically author- 
ized. No examiner, public or private, shall disclose the names of bor- 
rowers to other than the proper officers of a National farm loan asso- 
ciation or land bank without first having obtained express permission in 
writing from the Farm Loan Commissioner or from the board of di- 
rectors of such association or bank, except when ordered to do so by a 
court of competent jurisdiction or by direction of the Congress of the 
United States, or of either House thereof, or any committee of Congress 
or of either House duly authorized. Any person violating any pro- 
vision of this paragraph shall be punished by a fine not exceeding $5,000 
or by imprisonment not exceeding one year, or both. 

Any person connected in any capacity with any National farm loan 
association, federal land bank, or joint stock land bank, who embezzles, 
abstracts, or willfully misapplies any moneys, funds, or credits thereof, 
or who without authority from the directors draws any order, assigns any 
note, bond, draft, mortgage, judgment, or decree thereof, or who makes 
any false entry in any book, jreport, or statement of such association or 
land bank with intent in either case to defraud such institution or any 
other company, body politic or corporate, or any individual person, or to 
deceive any officer of a National farm loan association or land bank or 
any agent appointed to examine into the affairs of any such association or 
bank, and every person who with like intent aids or abets any officer, 
clerk, or agent in any violation of this section, shall be punished by a 
fine of not exceeding $5,000 or by imprisonment not exceeding five 
years, or both. 

Any person who shall deceive, defraud, or impose upon, or who 
shall attempt to deceive, defraud, or impose upon, any person, firm, 
or corporation by making any false pretense or representation regard- 
ing the character, issue, security, or terms of any farm loan bond, or 
coupon, issued under the terms of this act; or by falsely pretending 
or representing that any farm loan bond, or coupon, issued under the 
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terms of this act by one class of land banks is a farm loan bond, or 
coupon, issued by another class of banks; or by falsely pretending or 
representing that any farm loan bond, or coupon, issued under the 
terms of this act, or anything contained in said farm loan bond, or 
coupon, is anything other than, or different from, what it purports to be 
on the face of said bond, or coupon, shall be fined not exceeding $500 or 
imprisoned not exceeding one year, or both. 

The Secretary of the Treasury is hereby authorized to direct and 
use the Secret Service Division of the Treasury Department to detect, 
arrest, and deliver into custody of the United States marshal having 
jurisdiction, any person or persons violating any of the provisions of 
this section. 

Government Deposits 

Sec. 82. That the Secretary of the Treasury is authorized, in his 
discretion, upon the request of the Federal Farm Loan Board, to make 
deposits for the temporary use of any federal land bank, out of any 
money in the Treasury not otherwise appropriated. Such federal land 
bank shall issue to the Secretary of the Treasury a certificate of in- 
debtedness for any such deposit, bearing a rate of interest not to exceed 
the current rate charged for other Government deposits, to be secured by 
farm loan bonds or other collateral, to the satisfaction of the Secretary 
of the Treasury. Any such certificate shall be redeemed and paid by 
such land bank at the discretion of the Secretary of the Treasury. The 
aggregate of all sums so deposited by the Secretary of the Treasury 
shall not exceed the sum of $6,000,000 at any one time. 

Organization Expenses 

Sec. 99. That the sum of $100,000, or so much thereof as may be 
necessary, is hereby appropriated, out of any money in the Treasury 
not otherwise appropriated, to be expended under the direction of the 
Federal Farm Loan Board, for the purpose of carrying into effect the 
provisions of this act, including the rent and equipment of necessary 
offices. 

Limitation of Court Decisions 

Sec. 84. That if any clause, sentence, paragraph, or part of this 
act shall for any reason be adjudged by any court of competent juris- 
diction to be invalid, such judgment shall not affect, impair, or invali- 
date the remainder of this act, but shall be confined in its operation to 
the clause, sentence, paragraph, or part thereof directlv involved in the 
controversy in which such judgment shall have been rendered. 

Repealing Clause 

Sec. 85. That all acts or parts of acts inconsistent with this act 
are hereby repealed, and this act shall take effect upon its passage. The 
right to amend, alter, or repeal this act is hereby expressly reserved. 

Approved, July 17, 1916. 
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Analysis of the Federal Farm Loan Act 

An analysis of the foregoing Federal Farm Loan Act 
can be made more harmoniously by stating under headings 
the provisions of each subject which are scattered through- 
out the sections. 

The law has nominally no first section. It is provided in 
the enacting clause that the administration of the statute 
shall be under the control of the Federal Farm Loan 
Board. (Consult section 3.) 

Definitions 
Section 2 defines the terms used in the act. 

Federal Farm Loan Board 

Section 3 establishes at Washington, D. C, in the De- 
partment of the Treasury, a bureau to be known as the 
Federal Farm Loan Bureau, under the supervision of a 
Federal Farm Loan Board. The board consists of the Sec- 
retary of the Treasury, who is chairman ex-officio, and four 
members, to be appointed by the President, with advice and 
consent of the Senate, to serve for eight years, except that 
the four members first appointed shall serve for two, four, 
six and eight years, respectively; not more than two from 
one political party — one to be Farm Loan Commissioner, 
who is to be the active executive officer; salaries $10,000 
each, payable monthly, and necessary traveling expenses. 
To devote entire time to business of board and not to be 
engaged in banking, or in business of making land mort- 
gage loans or selling land mortgages. It also provides that 
the board shall publish reports of examinations in consoli- 
dated form. It shall appoint in each district a farm loan 
registrar; land bank appraisers and examiners, none of 
whom shall be in any way connected with banking or in 
business of making or selling land mortgage loans. It shall 
also have farm lands appraised, prepare and publish official 
amortization tables, fix and supervise salaries, prepare and 
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distribute bulletins setting forth principal features of the 
act. 

Section 10 authorizes the board to direct land bank ap- 
praisers to make appraisals and conduct investigations con- 
cerning farm loan bonds and first mortgages on prescribed 
forms. Borrowers not eligible to act as appraisers. 

Section 17 authorizes the board to organize and charter 
federal land banks and to charter National farm loan asso- 
ciations and joint stock land banks, to make examinations 
and require reports from banks or associations and to sus- 
pend or remove for cause officials appointed by the board, 
also to prescribe forms and terms of farm loan and surety 
bonds and require federal land banks to pay their equitable 
proportion of sums advanced by any land bank to pay 
coupons of another bank; payments based on amount of 
bonds outstanding at the time of such requirement, also to 
establish rates of interest to be charged by federal land 
banks, as well as to exercise general supervision, authority 
and incidental powers. 

Section 18 authorizes the board to decide after investi- 
gation as to issue of farm loan bonds. (Consult sections 
12, 15 and 16.) 

Section 19 authorizes the board to require additional 
security for protection of bonds issued. 

Section 20 authorizes the board to approve the form of 
the bonds in denominations of $25, $50, $100, $500 and 
$1,000. Such bonds are to be held in the treasury subject 
to the order of the board. 

Section 32 authorizes the board to apply to the Secre- 
tary of the Treasury for deposits for temporary use of 
federal land banks. 

Federal Land Banks 

Section 4 provides that the Federal Farm Loan Board 
shall divide the country, excluding Alaska, into twelve di- 
visions and to locate a federal land bank in each district. 
Such bank mav establish branches. Five directors to be 
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appointed by the board to temporarily manage the land 
bank. Each bank controlled by nine directors as follows: 
Six are selected by the National farm loan associations and 
known as local directors; three are appointed by Federal 
Farm Loan Board, known as district directors; one desig- 
nated by board as chairman; one to be experienced and 
actually engaged in practical farming. No director shall 
act as employee in banking or in business of making or 
selling land mortgage loans. 

Section 5 authorizes the farm loan registrar in each land 
bank district to receive applications for issues of farm loan 
bonds and to perform other service prescribed by this act. 

Section 19 provides that such registrar shall take steps 
to insure execution of the farm loan bonds and the delivery 
of the same. He shall act as trustee and see that such bonds 
do not exceed the amount of collateral security pledged 
therefor. He may in his discretion temporarily accept in 
place of mortgages withdrawn, government bonds or cash. 

Section 22 authorizes him to cancel and deliver to the 
proper land bank mortgages paid in full and he may order 
the transfer to his account as trustee of all payments, or 
the proceeds thereof, on the principal of mortgages held as 
collateral, against farm loan bonds. 

Capital Stock of Federal Land Banks 

Section 5 provides before beginning business subscribed 
capital must aggregate not less than $750,000. Shares, $5 
each. Government, any State, or public may subscribe. 
Stock held bv National farm loan associations shall not be 
transferred or hypothecated and certificates shall so state. 
No dividends on government stock. Only stock held by 
farm loan associations or government entitled to vote; 
government stock voted by Farm Loan Commissioner as 
directed by Federal Farm Loan Board. If thirty days 
after opening subscription for stock any part of minimum 
capitalization of $750,000 remains unsubscribed, the Secre- 
tary of the Treasury shall subscribe for balance on behalf 
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of the government, said subscription subject to call on 
thirty days' notice, with approval of Federal Farm Loan 
Board; stock held by government to be retired at par. 
Twenty-five per cent, of capital representing stock held by 
National farm loan associations to consist of cash in vaults 
of land bank, deposits in member banks of Federal Reserve 
System or in readily marketable securities approved by 
Federal Farm Loan Board, provided that not less than five 
per cent, of capital be invested in government bonds. 

Restrictions on Loans Based on First Mortgages 

Section 9 provides that no National farm loan associa- 
tions may retain from each interest payment on indorsed 
loans a commission to exceed one-eighth of one per cent, 
semi-annually upon unpaid principal of said loans ; amounts 
so retained deductible from dividends, payable to associa- 
tion by federal land bank, also that sums required for the 
purchase of shares of stock may be borrowed in addition to 
loan granted, providing borrowing limit is not exceeded. 

Section 10 provides that when an application for a loan 
is made to a National farm association or federal land 
bank or joint stock land bank it cannot be made without 
an appraisal. No loan can be made without a favorable 
report of appraisers. 

Section 12 provides that loans made through federal 
land bank be secured by duly recorded first mortgages on 
farm land within the district. Mortgage must contain 
agreement for repayment of loan on amortization plan. 
Repayment to be made by a fixed number of annual or 
semi-annual installments to cover: (1) Charge on loan at 
rate not exceeding interest rate in last series of farm loan 
bonds issued by loaning bank; (2) Charge for adminis- 
tration and profits at rate not exceeding one per cent, on 
unpaid principal. These two charges to constitute interest 
rate on mortgage; (3) Such sums to be applied on prin- 
cipal as will extinguish debt within agreed period. To run 
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for at least five years and not exceed forty years. Proceeds 
to be used as specified in application, otherwise loan may 
be called. Borrowers to pay all taxes and assessments. 
After five years from date of loan, borrower has option to 
pay, on any interest day, the whole or part of loan, in mul- 
tiples of twenty-five dollars. Interest not to exceed six per 
cent., exclusive of amortization payments. 
Purpose of loans : 

(a) To provide for purchase of land for agricul- 
tural uses. 
(&) To provide for purchase of equipment, ferti- 
lizers and necessary live stock. 

(c) To provide buildings and for improvement of 

land. 

(d) To liquidate indebtedness existing at time of 

organization of first National farm loan as- 
sociation in county where mortgaged land is 
situated, or indebtedness subsequently in- 
curred for purposes mentioned in this sec- 
tion. 
The amount of loans to anv one borrower not to exceed 
a maximum of ten thousand dollars, nor be less than a 
minimum of one hundred dollars. No loan shall exceed 
fifty per cent, of appraised value of land and twenty per 
cent, of appraisal value of permanent insured improve- 
ments. Loans made only to persons who are at the time, 
or about to become, engaged in cultivation of farm mort- 
gaged. Upon change of ownership through sale, purchaser 
may be permitted to assume obligation; upon death of 
mortgagor, heirs or legal representatives have option to 
assume obligation. 

Section 13 provides that fee of federal land banks shall 
not exceed actual cost of appraisal and examination of 
title, etc., which may be added to loan if limitation is not 
increased. Also that legal fees and recording charges im- 
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posed by State laws may be included in the preliminary 
cost of negotiating the loan. 

Section 16 provides that joint stock land banks are not 
subject to subdivision (b) of section 17 of this act, nor to 
the provisions of subdivisions 1, 4, 5, 7 and 10 of section 12 
as to negotiations on mortgage loans. 

Section 25 provides that National farm loan associations 
or agents indorsing first mortgages must settle in cash or 
by substitution of an equal amount of farm loan bonds is- 
sued by the land bank, with all unmatured coupons at- 
tached, within thirty days after notice by federal land bank. 

National Faem Loan Associations 

Section 7 provides for the organization of corporations 
to be known as National farm loan associations. Five 
directors to be elected and hold office under same conditions 
as in National banking associations. Board of directors to 
choose secretary-treasurer, who need not be shareholder; 
elect president, vice-president, and a loan committee of 
three members. Directors and all officers except secretary- 
treasurer to serve without pay unless payment of salaries 
shall be approved by the board. Reasonable expenses to 
be paid from funds of the association; if no funds avail- 
able, may assess members in proportion to amount of stock 
held by each, or may secure advance at six per cent, inter- 
est, from federal land bank. All except secretary-treasurer 
shall be residents of district and shareholders. Ten or more 
persons, actual or prospective owners of farm land qualified 
as security for mortgage loan, may unite to form an asso- 
ciation. Loans to individuals shall be not less than one 
hundred dollars nor more than ten thousand dollars. Arti- 
cles of association submitted for approval of federal land 
bank to be accompanied by affidavits of ownership of land 
and a stock subscription in the federal land bank equal to 
five per cent, of desired loans. 

Section 8 provides that shares shall be of the par value 
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of five dollars. Every shareholder entitled to vote on each 
share held by him, no shareholder to cast more than twenty 
votes. Capital stock subscribed for is held as collateral to 
loan; accrued dividends payable to borrower. Only bor- 
rowers shall subscribe for capital stock of association equal 
to five per cent, of loan applied for. If loan is granted, 
borrower becomes owner of one share of stock for each one 
hundred dollars face amount of loan, to be paid off at par 
and retired upon full payment of loan. 

Section 9 provides that shareholders be individually 
responsible, equally and ratably, and not one for another, 
for all contracts, debts and engagements of association to 
the extent of stock owned at par value in addition to 
amount paid in and represented by their shares. Member- 
ship in association decided by two-thirds vote of directors 
upon subscription for one share of the capital stock for 
each one hundred dollars of the face of his loan or any 
major fractional part thereof. 

Section 10 provides loan committee shall examine land 
offered as security and make a detailed written report. 
Loans subject to favorable report of loan committee. 
Federal land bank not bound by loan committee appraisals. 
For any member of loan committee or board of directors 
interested directly or indirectly in a loan a substitute shall 
be appointed to act in the particular case. 

Section 11 provides that National farm loan associa- 
tions shall have power to indorse mortgages taken from its 
shareholders; become liable for payment of the same; 
receive from any federal land bank district funds advanced 
by the land bank; deliver funds to the shareholders on 
receipt of first mortgages qualified under section 12. Also 
to acquire and dispose of property necessary or convenient 
for transaction of business, and to issue certificates against 
deposits of current funds bearing interest not to exceed 
four per cent, per annum, convertible into farm loan bonds 
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at the federal land bank of the district in any multiple of 
twenty-five dollars. 

Section 24 provides that reserves shall be invested as 
prescribed by Federal Farm Loan Board. When volun- 
tarily liquidated, reserve becomes property of federal land 
bank. (Consult sections 4 and 12.) 

Joint Stock Land Banks 

Section 6 provides that all federal land banks and joint 
stock land banks organized under this statute may under 
certain conditions act as financial agents of the government 
and receive government deposits. No government funds 
deposited under this section to be invested in mortgage loans. 

Section 8 provides that shares shall be of the par value 
of five dollars. Capital stock subscribed for is held as col- 
lateral to loan; accrued dividends payable to borrower. 
Only borrowers shall be members or shareholders. Every 
shareholder is entitled to vote on each share held by him. 
No shareholder to cast more than twenty votes. Borrowers 
shall subscribe for capital stock of association equal to five 
per cent, of loan applied for. If loan is granted, borrower 
becomes owner of one share of stock for each one hundred 
dollars face amount of loan, to be paid off at par and 
retired upon full payment of loan. Capital stock may be 
increased to secure additional loans. 

Section 9 provides that reserve be invested according to 
rules prescribed by the board. Shareholders individually 
responsible, equally and ratably and not one for another, 
for all contracts, debts and engagements of association to 
the extent of stock owned at par value in addition to 
amount paid in represented by their shares. Membership 
in association decided by two-thirds vote of directors upon 
subscription for one share for each one hundred dollars face 
amount of loan. Such association may make application to 
the land bank of the district for loans not exceeding one- 
quarter of its stock holdings in the land bank. Such loans 
to be made at a rate not exceeding six per cent. 
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Section 10 provides loan committee shall examine land 
offered as security and make a detailed written report 
Loans subject to favorable report of loan ccommittee. 
Federal land bank not bound by loan committee appraisals. 
For any member of loan committee or board of directors 
interested directly or indirectly in a loan, a substitute shall 
be appointed to act in the particular case. 

Section 11 provides that National farm loan associa- 
tions shall have power to indorse mortgages and become 
liable for payment. To receive and deliver funds against 
qualified first mortgages. To acquire and dispose of prop- 
erty necessary or convenient for transaction of business. 
To issue certificates against deposits of current funds bear- 
ing interest not to exceed four per cent, per annum, "Con- 
vertible into farm loan bonds at the federal land bank of 
the district in any multiple of twenty-five dollars. 

Section 16 provides that certain corporations, to be 
known as joint stock land banks, may be formed. It also 
provides that not less than ten persons may organize bank. 
Shall not be less than five directors. Shareholders individ- 
ually liable, equally and ratably and not one for another, 
to the extent of stock owned at par value in addition to 
amount paid and represented by shares. Voting privileges 
same as in National banking associations. Government not 
permitted to be shareholder. Capital stock subscribed shall 
not be less than two hundred and fifty thousand dollars; 
one-half paid in cash, balance subject to call. Shall not 
issue bonds until capital stock is entirely paid up. Such 
bank shall not issue nor obligate itself for outstanding farm 
loan bonds in excess of fifteen times the amount of capital 
and surplus. It shall not receive deposits nor transact any 
other business than specified under this statute. To make 
first mortgage loans on farm lands in State where principal 
office is located or within some one contiguous State. Shall 
not charge rate of interest on farm loans exceeding, by more 
than one per cent., the rate established for last series of 
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farm loan bonds issued. Shall demand or receive only 
authorized commissions or charges. Authorized to issue 
bonds based on mortgages and to be in form prescribed by 
the board. Bonds to state that bank is registered under 
section 160. 

Section 17 authorizes their formation by the board. 

Section 23 provides that dividends may be declared by 
every federal bank and every joint stock land bank and 
paid to stockholders of the whole or any part of the balance 
of its net earnings. 

Section 24 provides that reserves shall be invested as 
prescribed by Federal Farm Loan Board. When volun- 
tarily liquidated, reserve becomes property of federal land 
bank. 

Agents of Federal Land Banks 

Section 15 authorizes the federal land banks to make 
loans on farm lands through agents approved by the board. 
After the statute has been in effect one year, duly incorpo- 
rated State banks, trust companies, mortgage companies 
and savings institutions may act as agents for federal land 
bank in localities where no farm loan associations have been 
or are likely to be formed. Agents paid actual expenses 
incurred and a commission not to exceed one-half per cent, 
per annum on unpaid principal of loan. Aggregate of 
unpaid principal of mortgage loans shall not exceed ten 
times capital and surplus of negotiating agent. Such agents 
to indorse loans made and collect and forward to federal 
land banks, without charge, payments on loans indorsed. 
Agents to become liable for payment of indorsed loans in 
case of default. 

Section 28 provides that the board shall appoint exam- 
iners, who shall be subject to the same requirements as 
National bank examiners. They shall under the direction 
of the Federal Farm Loan Board, make examinations at 
least twice a year of the federal land banks and joint stock 
land banks. 
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Farm Loan Registrar 

Section 3 authorizes the board to appoint a farm loan 
registrar in each land bank district, to receive applications 
on issues of farm loan bonds and to perform other services 
prescribed by this act. 

Section 19 provides that he shall take steps to insure 
execution of the farm loan bonds and the delivery of the 
same. He shall act as trustee and see that such bonds do 
not exceed the amount of collateral security pledged there- 
for. He may in his discretion temporarily accept in place 
of mortgages withdrawn, government bonds or cash. 

Section 22 authorizes him to order the transfer to his 
account as trustee of all payments made on the principal of 
mortgages held as collateral for the issue of farm loan bonds 
or the proceeds thereof, wherever deposited or however 
invested. 

Exemption From Taxation 

Section 26 declares that every federal land bank and 
every National farm loan association, including capital 
and reserve or surplus therein and income derived there- 
from, first mortgages and farm loan bonds, and income 
therefrom are instrumentalities of the government, and as 
such they and the income derived therefrom are exempt 
from federal, State, municipal and local taxation, but real 
estate held by federal and joint stock land banks and Na- 
tional farm loan associations is not exempt from State, 
county or municipal taxes. Shares in joint stock land 
banks may be taxed as personal property by State. (Con- 
sult sections 11 and 13.) 

Reserves and Dividends of Federal Land Banks, Joint 
Stock Land Banks and National Farm 

Loan Associations 

Sections 23 and 24 provide that out of net earnings, 
federal land banks and joint stock land banks semi-an- 
nually, and National farm loan associations semi-annually, 
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not less than two per cent, is to be carried to reserve ac- 
count until aggregate balance is equal to twenty per cent, 
of outstanding capital stock, then five per cent, is to be 
added annually thereto by federal land banks and joint 
stock land banks and two per cent, by National farm loan 
associations. After these deductions a dividend may be 
declared for the whole or any part of the balance of net 
earnings. Whenever reserve of twenty per cent, is impaired 
through default, balance of twenty per cent, shall be re- 
stored before any dividends are paid. 

Penal Pkovisions 

Section 81 provides for the infliction of a fine not ex- 
ceeding five thousand dollars or imprisonment not exceed- 
ing one year, or both, for false statements in application 
for loans or for acceptance by examiner of loan or gratuity, 
or for forging any paper or for disclosure by examiner of 
the names of borrowers, unless permitted so to do by the 
Farm Loan Commissioner, or for embezzlement of money 
or for authorized assignment or false entry in any bank 
statement in connection with any National farm loan asso- 
ciation, federal land bank or joint stock land bank. 

The section also provides a fine not exceeding five hun- 
dred dollars or imprisonment not exceeding one year, or 
both, for any false pretenses in connection with character of 
any farm loan bond or coupon. Secretary of Treasury is 
authorized to use the Secret Service Division to detect any 
person violating provisions of the section. 

Examinations 

Section 28 provides for examinations under the direction 
of the Federal Farm Loan Board at least twice a year of 
federal land banks and joint stock land banks. Such exam- 
iners to be subject to requirements applicable to examiners 
designated under the Federal Reserve Act, etc. 

The following form may be used when applying for a 
charter for a National farm loan association : 
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To the Secretary of thf Treasury, Washington, D. C: 

We, the undersigned farmers of the TOWNSHIP of 

COUNTY of and STATE of 

hereby respectfully request that the Federal Farm Loan Board send us 
the necessary official papers with which to make application for a char- 
ter for our own National farm loan association. We understand this 
local association is to be a member of the federal land bank for this dis- 
trict, through which we may obtain long-time loans at reasonable rates 
upon easy terms of repayment, when secured by a first mortgage on our 
farms in accordance with said law. Please send the official papers to 

NAME 

POSTOFFICE COUNTY STATE 

whom we have appointed to act for us temporarily. In making this 
request, we do not bind ourselves in any way to a contract. 

Amount of 
Signatures Postoffice County State Loan Desired 

$ 



Limitations 

August 19, 1916, the Federal Farm Loan Board issued 
circular No. 1, treating of the organization, management, 
powers and limitations of National farm loan associations. 
Said limitations are as follows: 

1. No loan may be made except upon the security of 
first mortgages. 

2. The amount of the mortgage can not exceed one- 
half the appraised value of the land and twenty per cent, of 
the permanent improvements thereon, which must be in- 
sured. 

8. The proceeds of the loan must be used for the extin- 
guishment of preexisting indebtedness or for productive 
purposes, which includes the purchase of live stock, ferti- 
lizers, equipment and improvements (see section 12, farm 
loan act). 

4. Every mortgage must contain an agreement to pay 
off the debt (principal and interest) in fixed annual or 
semi-annual installments. 

5. The amount of each installment may be fixed by the 
borrower, but can not be less than sufficient to pay off the 
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debt in forty years, nor greater than to pay it off in five 
years. 

6. The rate of interest charged any borrower can not 
exceed six per cent, per annum. 

7. The borrower can not be called upon to pay the debt 
except by the installments he originally fixes, unless he 
defaults, but after five years he may pay off the whole or 
any portion at his option at any installment period. 

How Farmers May Form an Association 

August 28, 1916, the bureau issued circular No. 2, stat- 
ing how farmers may form a National farm loan associa- 
tion. It states in effect that if a farmer has a mortgage on, 
his farm and borrows money from the land bank, his mort- 
gage lien must be paid off with the money. If any surplus 
of his loan remains, he can apply it for any purpose which 
will improve the f arm's value. 

But if a farmer has no mortgage on his farm and de- 
sires to borrow for improving it, he can borrow money from 
the land bank by giving a first mortgage on his farm. 

After the charter is granted the applicants no longer act 
in their individual capacity, but become merged as share- 
holders into a corporation, which has a separate existence 
created by law, under the same name which has been chosen 
and set forth in the original application and organization 
certificate. This corporation will have officers selected by 
the shareholders to do its business in accordance with the 
by-laws which the shareholders make for their guidance. 
(Consult section 7.) 

These associations are organized for the primary pur- 
pose of giving to each borrower the benefit of the combined 
credit of all its members to the extent of the capital con- 
tributed and the limited liability they each incur, and hence 
the associations are required to indorse every loan made to 
members. It is also through these associations that the bor- 
rowers will ultimatelv become the owners of the federal land 
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banks. The association decides whether any loan shall be 
made or not by refusing the application for every loan 
which is considered doubtful. No loan can be made unless 
it is approved by the loan committee after examination of 
the land offered as securitv. 

•r 

The National farm loan associations are not limited as 
to the number of their members. Each association may 
obtain in loans for its members twenty times the amount of 
its stock in the federal land bank, no matter how large its 
holdings of stock may become by the growth of the asso- 
ciation. 

New York Legislative Action as to the Land Bank 

In connection with the Rural Credits Statute the action 
of the Legislature of New York during the year 1916 is of 
exceptional importance. 

It enacted two statutes as follows: 

Chapter 189 

AN ACT to amend the banking law, in relation to the borrowing of money by 
savings and loan associations and the lending of money and issuing of bonds 
by the land bank of the State of New York. 

Became a law April 6, 19 i 6, with the approval of the Governor, Passed, three- 
fifths being present. 

Sec. 1. Section three hundred and eighty-eight of chapter three 
hundred and sixty-nine of the laws of nineteen hundred and fourteen, 
entitled "An act in relation to banking corporations, and individuals, 
partnerships, unincorporated associations and corporations under the 
supervision of the banking department, constituting chapter two of the 
consolidated laws," is hereby amended to read as follows: 

Power to Borrow; Restrictions Thereon 

Sec 888. Any savings and loan association may borrow money for 
a term not. to exceed one year if: 

1. It has been authorized so to do by the vote of a majority of its 
board of directors, taken by ayes and nays and recorded in its minutes. 

2. The aggregate of the money borrowed by it and the prior or 
underlying mortgages, liens or encumbrances upon the real estate upon 
which it holds mortgages or to which it has taken title does not exceed 
twenty per cent, of its accumulated capital, or two thousand dollars if 
its accumulated capital does not exceed ten thousand dollars. This re- 
striction shall not apply to money obtained from the land bank of the 
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State of New York through the issue of bonds on its account and se- 
cured by the assignment of bonds and mortgages or other securities by 
such association. Any such association, however, may accept from its 
members advance payments of dues upon its installment shares and ad- 
vance payments of interest and premium upon its loans; but such pay- 
ments shall not be accepted in advance for a longer period than one 
year, nor shall the interest paid upon such advance payments exceed the 
rate of six per cent, per annum. 

Sec. 2. Section four hundred and twenty-four of said chapter is 
hereby amended to read as follows: 

General Powers 

Sec. 424. In addition to the powers conferred by the general cor- 
poration law the land bank of the State of New York shall, subject to 
the restrictions and limitations contained in this article and its by-laws, 
have the following powers: 

1. To issue, sell and redeem bonds and notes secured by bonds and 
first mortgages made to or held by member associations. 

2. To receive money or property from its members and from other 
associations., corporations and persons with whom it has contracts, en- 
gagements or undertakings, in installments or otherwise; to enter into 
any contract engagement or undertaking with such associations, corpora- 
tions or persons for the withdrawal of such money or property, with 
any increase thereof, or for the payment to them or to any association, 
corporation or person of any sum of money, at any time, either fixed 
or uncertain; to lend money to savings and loan associations upon the 
security of their promissory notes with or without collateral. 

8. To invest its capital and other funds in bonds secured by first 
mortgages of real estate situated within the territory in which its mem- 
bers are authorized to make loans and in securities which are author- 
ized as investments for savings banks by section two hundred and thirty- 
nine of this chapter. 

4. To receive by assignment from its members and to deposit in 
trust with the Comptroller of the State of New York to be held by him 
as security for its and their outstanding obligations any first mortgages 
of real estate and the bonds secured thereby that are legally receivable 
by savings and loan associations; to empower such savings and loan as* 
sociations as agents of the land bank, to collect and immediately pay 
over to the land bank the dues, interest and other sums payable under 
the terms, conditions and covenants of the bonds and mortgages; to re- 
turn to, or permit such savings and loan associations to retain any sums 
of money so collected in excess of the amount required to meet the obli- 
gations of such associations respectively. 

5. To purchase in its own name, hold and convey real property for 
the following purposes and no others: 

(a) A plot whereon there is or may be erected a building suitable 
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for the convenient transaction of its business from portions of which not 
required for its own use a revenue may be derived. 

(b) Such as shall be mortgaged to it in good faith, by way of se- 
curity for loans made by it or moneys due to it. 

(c) Such as shall be conveyed to it for debts previously contracted 
in the course of its business, and such as it shall purchase at sales under 
judgments, decrees or mortgages held by it. 

6. To designate as depositaries of its funds any bank, trust com- 
pany, or savings bank of this State, or any National banking association 
located in this State doing a banking business under the laws of the 
United States. 

Sec. 8. Section four hundred and twenty-six of said chapter is 
hereby amended to read as follows: 

Issuing of Bonds 

Sec. 426. Bonds shall be issued in series of not less than fifty 
thousand dollars. All bonds issued by the land bank may be called on 
any interest day at one hundred and two and one-half per cent, and 
interest by giving notice of not less than sixty days in a newspaper pub- 
lished in the city of New York. Any member association which is not 
indebted for borrowed money and has made no investments upon the 
security of real estate or taken title to real estate upon which there are 
prior mortgages, liens or encumbrances may pledge seventy-five per 
cent, of its mortgages with the bonds secured thereby, to the land bank, 
as collateral security for bonds issued on its behalf. Whenever such 
obligations do not exceed ten per cent, of the accumulated capital of the 
association, fifty per cent, of such mortgage securities may be pledged to 
the land bank; and when such obligations exceed ten per cent, of such 
capital, twenty-five per cent, of such mortgage securities may be so 
pledged. Whenever all the members of a member association shall exe- 
cute and deliver to such association bonds secured by first mortgages of 
real estate and shall each give his collateral bond to such member asso- 
ciation guaranteeing the payment of the bonds and mortgages of all the 
other members, one hundred per cent, of the mortgage securities of such 
association and the bonds secured thereby may be pledged by such asso- 
ciation to the land bank. The amortization payments upon all mort- 
gages accepted by the land bank as collateral security for bonds shall be 
sufficient to liquidate the debt in a period not exceeding forty years. In 
the event of any default for more than ninety days in the payment of 
the principal of, or for more than ninety days in the payment of any 
installment of interest upon, any of said bonds, the superintendent of 
banks may, of his own motion, and shall, upon the request in writing of 
the holders of said bonds in default to the amount of fifty thousand 
dollars, forthwith take possession of and proceed to liquidate the land 
bank. Upon such liquidation he shall be entitled in the name of the 
land bank to enforce all of its rights and securities and to collect and 
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realize upon all of its assets, including all mortgages assigned to the 
said land bank by the several member associations, and deposited with 
the Comptroller of the State of New York, up to the amounts advanced 
by the land bank to the several member associations thereon. Upon any 
such liquidation all said bonds then issued and outstanding shall forth- 
with become due and payable equally and ratably out of all the assets of 
said land bank in advance of any other debts thereof not specifically 
preferred by law. 

Sec. 4. This act shall take effect immediately. 

Chapter 368 
AN ACT to amend the banking law, in relation to investments by savings banks. 

Became a law May 1, 1916, with the approval of the Governor. Passed, three- 

ftf ths being present. 

Sec. 1. Subdivision eight of section two hundred and thirty-nine of 
chapter three hundred and sixty-nine of the laws of nineteen hundred 
and fourteen, entitled "An act in relation to banking corporations, and 
individuals, partnerships, unincorporated associations and corporations 
under the supervision of the banking department, constituting chapter 
two of the consolidated laws," is hereby amended to read as follows: 

8. (a) Promissory notes payable to the order of the savings bank 
upon demand, secured by the pledge and assignment, if necessary, of the 
stocks or bonds or any of them enumerated in subdivisions one, two, 
three, four, five and ten of this section or by the railroad bonds or any 
of them mentioned and described in subdivision seven of this section, but 
no such loan shall exceed ninety per cent, of the cash market value of 
such securities so pledged. Should any of the securities so held in 
pledge depreciate in value after the making of such loan, the savings 
bank shall require an immediate payment of such loan or of a part 
thereof or additional security therefor, so that the amount loaned there- 
on shall at no time exceed ninety per cent, of the market value of the 
securities so pledged for such loan. 

(b) Promissory notes made payable to the order of the savings 
bank upon demand by a savings and loan association of this State which 
has been incorporated for three years or more and has an accumulated 
capital of at least fifty thousand dollars. 

Sec. 2. Section two hundred and thirty-nine of such chapter is 
hereby amended by inserting at the end of paragraph c of subdivision 
nine, a new subdivision, to be subdivision ten thereof, to read as follows : 

10. Bonds of the land bank of the State of New York. 

Sec. 8. This act shall take effect immediately. 

It will be seen that the law now limits the debt of a sav- 
ings association to the land bank for money that it receives 
from the bank to the amount that it had actually received 
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and defines as collateral only for that sum the mortgages 
that it placed with the Comptroller. The mortgages deliv- 
ered to the land bank cannot be held as security for money 
that the land bank lends to another association. The bonds 
issued by the land bank are stated to be a liability of the 
land bank only, and every one of those bonds is equally se- 
cured by all the resources of the land bank, which consist of 
the debts of the savings and loan associations, and not the 
mortgages that secure the debt. These mortgages never be- 
come an actual resource of the land bank itself. 

The new law enacts also that moneys received by an as- 
sociation from the land bank that are the proceeds of bond 
issues, are not to be counted in the borrowed money account 
and, therefore, are not subject to the twenty per cent, re- 
striction. This alteration was enacted to effect the main 
purpose of the land bank, that a savings and loan associa- 
tion might have half its liabilities in time money and the 
other half in demand money to its own membership. 
When the land bank furnishes an association with bond 
money it becomes virtually a member of that association. 
As such member it surrenders the privilege of demanding its 
money back, at any time, making a contract with the asso- 
ciation that the money shall be returned at definite periods. 
This is the principal source of strength that the land bank 
is to savings and loan associations. While individual mem- 
bers may demand their money at any time, the land bank 
cannot demand it except when its obligations mature. 

The statute also permits savings banks to buy the 
bonds of a land bank and also to lend money to individuals 
on notes secured by the bonds as collateral for the same. 
The savings banks of the State are now permitted to lend 
money to savings and loan associations upon their unsecured 
notes. Most of the amount thus borrowed by associations 
was for the purpose of paying matured stock. While this 
money has been advanced principally to member associa- 
tions of the land bank, a small amount has been loaned to an 
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association that is not a member. This money, however, is 
repayable by that association on demand and comes within 
the same class as transactions between the association and 
any other bank. The exercise by the land bank of the 
right to lend money to associations outside of its member- 
ship does not place any association that is not a member 
upon a footing of equality with those that are members. 
The transaction does not partake of the cooperation that 
exists between the land bank and its member associations. 
An effect of the amendments has been the purchase by a 
savings bank of the whole issue of land bank bonds? These 
bonds were sold by a trust company to the savings bank and 
this proceeding establishes a firm foundation for the bonds 
of the land bank, based on cooperative savings and loan 
credit. This action creates a prestige for the savings and 
loan associations of the Empire State they could not have 
otherwise attained. (Paine's New York Banking Laws 
[7th Ed.], pp. 89, 436-443; supplement do. pp. 22-23). 

The "Magna Cftarta" of Fakm Finance 

It may be added that the Federal Farm Loan System 
should be utilized to an extreme degree by farmers and it is 
especially the patriotic duty of bankers to aid the project in 
all ways consistent with careful banking, because the wel- 
fare of the United States is dependent upon the science and 
art of cultivation of the soil. Thus the passage of the new 
statute will constitute an epoch in American history. 

It has been claimed that the motive that caused the en- 
actment of this law was sociological rather than financial. 
Preferably it may be stated that it was enacted to stimulate 
the "back to the land" movement. The statute is the Magna 
Charta of farm finance. 

Hearings of the Federal Farm Loan Board in the vari- 
ous States have been largely attended by representatives of 
agricultural colleges, bankers and county agents or farm ex- 
perts operating under the Smith-Lever Extension Act. 
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Board members state that the need for the federal farm 
loan law was emphasized by the inequalities in interest rates 
disclosed. These rates ran from five per cent, per annum to 
five per cent, per month and, even where interest rates of five 
or six per cent, per annum were charged, commissions were 
exacted from a flat rate of one to two per cent, to a rate of 
from one to three per cent, per annum. Where five-year 
mortgages were made the commissions at three per cent, per 
annum amounted to fifteen per cent, of the principal sum 
borrowed, and this amount was deducted when the loan was 
effected, so that the borrower got the use of only eighty-five 
per cent, of the principal and paid at the rate of six per 
cent, per annum on the full amount of the loan. In addi- 
tion, the borrower paid for abstract of title, preparation of 
legal papers and recording fees. These rates have been 
paid with uncertainty that credit would be given even on 
such extortionate terms. The investigation showed a wide- 
spread necessity for long-time amortization loans at reason- 
able rates of interest (not to exceed six per cent.) provided 
for by the Farm Loan Act, and it is evident that credits of 
this character will stimulate agricultural development and 
discourage the growing evil of farm tenantry, which has 
already assumed alarming proportions in some of the States. 
It may also be added that by reason of complaints of 
fraud in organization of joint stock land banks under the 
new rural credits law, the Farm Loan Board announces that 
no charter will be granted to any joint stock land bank in 
organization of which there has been any expense for pro- 
motion, and that consideration of charters for these banks 
will be deferred until the Federal Loan System has been 

organized. 

The board has been informed that swindlers have sold 
fraudulent joint stock land bank stock to needy farmers in 
many instances, and that in some cases men of good standing 
have been misled into becoming officers and stockholders in 
these enterprises. 
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It is no defect of the plan itself that tricksters are trying 
to put it to improper uses. That they have been discovered 
and officially denounced is the best security against their suc- 
cess. There is, however, equal danger and harm in either too 
much or too little credit for farmers. Good banking is a 
safeguard which is better than any excellence of plan not 
well administered. 

The names and addresses of the members of the Farm 
Loan Board are as follows: 

William Gibbs McAdoo, chairman (ex-officio), Wash- 
ington, D. C. 

George W. Norris, farm loan commissioner, Philadel- 
phia, Pa. 

Charles E. Lobdell, Great Bend, Kans. 

W. S. A. Smith, Sioux City, la. 

Herbert Quick, Berkeley Springs, W. Va. 

William W. Flannagan, Washington, D. C, secretary. 

November 21, 1916, it was officially stated that the farm 
loan registrars had not yet been appointed, the farm loan 
banks had not been located, and no farm loan associations 
had been formed because the land banks had not been lo- 
cated by the board. 

Defects of the Faem Loan Act 

December 15, 1916, it was stated that the Federal Farm 
Loan Board was encouraging the formation of one or more 
National farm loan associations in every county in our coun- 
try. Section 7 of the act provides that such an association 
is to be composed of officers, members or borrowers, but 
there is no provision that such persons shall be citizens nor 
that thev have declared their intentions to become citizens. 
Such an association has the power to issue deposit or debt 
certificates without first accumulating a fixed capital stock 
or any surplus and free from restrictions as to the total to 
be placed in circulation. By reason of this defect in the 
statute the Government's credit mav be involved in business 
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losses. None but citizens should have the privilege of being 
officers, members or borrowers. 

It was also stated that the twelve federal land banks are 
to be established in February, 1917. Any natural or artifi- 
cial person may become a stockholder. Section 5 provides 
that the subscription books can be kept open but thirty days. 
All stock not taken by the public in that time is to be taken 
by the Secretary of the Treasury. The same section enacts 
that "stock owned by the Government of the United States 
in federal land banks shall receive no dividends." 

It was also announced that the board will at once au- 
thorize the land banks to issue bonds. These bonds are 
United States Government issues, tax exempt, and are 
otherwise privileged. They presumably will bear interest at 
the rate of four per cent, per annum. The loans will at 
least equal that amount and bear interest at the rate of five 
per cent, yearly. The United States Government is to pay 
for examining title and all overhead expenses. One-fourth 
must be carried to reserve. The remainder is available for 
dividends. There is reason to believe that if private in- 
vestors contribute all the capital stock they would receive a 
dividend of about sixteen per cent. If the board closes its 
books to the public after private investors had contributed 
only $25,000, such investors would receive very much larger 
dividends. 
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VI.— SECTION EIGHT OF THE CLAYTON 
ANTI-TRUST LAW MODIFIED BY THE 

KERN AMENDMENT 



PART VI. 

SECTION EIGHT OF THE CLAYTON ANTI- 
TRUST LAW MODIFIED BY THE KERN 

AMENDMENT 

September 24, 1914, the Federal Trade Commission 
Law was enacted. It is entitled "An Act to create a Fed- 
eral Trade Commission, to define its powers and for other 

purposes." 

October 15, 1914, the Clayton Law or Supplemental 
Anti-Trust Law was enacted. It is entitled "An Act to 
supplement existing laws against unlawful restraints and 
monopolies and for other purposes." These two statutes 
aggregate ninety-one sections and are to be construed as one 
law. 

Section 54 is entitled: "Interlocking between banks, 
one of which has $5,000,000 resources, unlawful." 

Section 55 is entitled: "Interlocking between banks in 
cities of over 200,000 population prohibited." 

May 15, 1916, the statute was enacted which is known 
as the Kem Amendment and which amends section eight 
of the Clayton Anti-Trust Law. The title is as follows : 

An Act to amend section eight of an Act entitled "An Act to sup- 
plement existing laws against unlawful restraints and monopolies and 
for other purposes, approved October fifteenth, nineteen hundred and 
fourteen." 

That portion of section eight of the Clayton Anti-Trust 
Law which applies to the interlocking system of directing 
banks, as altered by the Kern Amendment, follows : 

Sec. 8. That from and after two years from the date of the ap- 
proval of this act no person shall at the same time be a director or 
other officer or employee of more than one bank, banking association or 
trust company, organized or operating under the laws of the United 

40C 
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States, either of which has deposits, capital, surplus and undivided 
profits aggregating more than $5,000,000; and no private banker or 
person who is a director in any bank or trust company, organized and 
operating under the laws of a State, having deposits, capital, surplus 
and undivided profits aggregating more than $5,000,000, shall be eligi- 
ble to be a director in any bank or banking association organized or op- 
erating under the laws of the United States. The eligibility of a di- 
rector, officer, or employee under the foregoing provisions shall be de- 
termined by the average amount of deposits, capital, surplus, and un- 
divided profits as shown in the official statements of such bank, bank- 
ing association or trust company filed as provided by law during the 
fiscal year next preceding the date set for the annual election of di- 
rectors, and when a director, officer or employee has been elected or 
selected in accordance with the provisions of this act it shall be law- 
ful for him to continue as such for one year thereafter under said elec- 
tion or employment. 

No bank, banking association or trust company, organized or oper- 
ating under the laws of the United States, in any city or incorporated 
town or village of more than two hundred thousand inhabitants, as 
shown by the last preceding decennial census of the United States, 
shall have as a director or other officer or employee any private banker 
or any director or other officer or employee of any other bank, banking 
association or trust company located in the same place: Provided, That 
nothing in this section shall apply to mutual savings banks not hay- 
ing a capital stock represented by shares: Provided further, That a di- 
rector or other officer or employee of such bank, banking association or 
trust company may be a director or other officer or employee of not 
more than one bank or trust company organized under the laws of the 
United States or any State where the entire capital stock of one is 
owned by the stockholders in the other: And provided further, That 
nothing contained in this section shall forbid a director of class A of 
a federal reserve bank, as defined in the Federal Reserve Act, from be- 
ing an officer or director or both an officer and director in one mem- 
ber bank: And provided further, That nothing in this act shall pro- 
hibit any officer, director or employee of any member bank or class A 
director of a federal reserve bank, who shall first procure the consent 
of the Federal Reserve Board, which board is hereby authorized, at its 
discretion, to grant, withhold, or revoke such consent, from being an 
officer, director or employee of not more than two other banks, bank- 
ing associations or trust companies, whether organized under the laws 
of the United States or any State, if such other bank, banking associa- 
tion or trust company is not in substantial competition with such mem- 
ber bank. 

The consent of the Federal Reserve Board may be procured be- 
fore the person applying therefor has been elected as a class A di- 
rector of a Federal Reserve bank or as a director of any member bank. 
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When any person elected or chosen as a director or officer or se- 
lected as an employee of any bank or other corporation subject to the 
provisions of this act is eligible at the time of his election or selection 
to act for such bank or other corporation in such capacity, his eligibility 
to act in such capacity shall not be affected and he shall not become or 
be deemed amenable to any of the provisions hereof by reason of any 
change in the affairs of such bank or other corporation for whatsoever 
cause, whether specifically excepted by any of the provisions hereof or 
not, until the expiration of one year from the date of his election or 
employment. 



ANALYSIS OF THE CLAYTON ANTI-TRUST 
LAW AS MODIFIED BY THE KERN 

AMENDMENT 

The Kern amendment materially modified the require- 
ments of section eight of the Clayton Anti-Trust Statute 
from those originally named. The Clayton statute prohibit- 
ed interlocking between National banks in any part of the 
United States, either of which had deposits, capital, surplus 
and undivided profits aggregating more than $5,000,000. 
It forbade any director of a State bank or trust company 
with deposits, capital, surplus and profits of more than $5,- 
000,000 to be a director in any National bank, of whatever 
size, and it forbade interlocking in cities of more than 200,- 
000 inhabitants between National banks and any other 
banks or trust companies located in the same place. The 
law as it now stands permits the official connection of a di- 
rector, officer or employee in a National bank with a total 
of three banks, without reference to their size, location or 
character of business. The single restriction imposed is that 
none of the institutions shall be in competition with one an- 
other. An individual may be a director, officer or employee 
in three banks which have resources in excess of $5,000,000 
and which are not in competition with one another. Permis- 
sion for such interlocking is to be obtained from the Federal 
Reserve Board. State banks and trust companies which 
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have joined the Federal Reserve System, and are now 
known as member banks, are subject in the same manner as 
National banks. 

State Banking Institutions not Subject to this JLaw 

State banking institutions, except those which have en- 
tered the Federal Reserve System, are not subject to the 
prohibitions of the Clayton Law unless they interlock with 
member banks. Mutual savings banks which have no capi- 
tal stock represented by shares are totally exempt from the 
restrictions imposed by this statute. Banks of common 
ownership are partially exempt. An officer or employee of 
a National bank may serve as a director or employee of one 
other bank or trust company where the entire capital stock 
of one is owned bv stockholders of the other. He mav at 
the same time serve as a director, officer, or employee of two 
other banks not in substantial competition with the member 
bank. Directors of Class A in a federal reserve bank do 
not come within these restraints. 

Eligibility of Directors 

An individual who is director of three non-competing 
$5,000,000 banks and a smaller bank at the same time will 
not be compelled at once to withdraw from one of them, 
should the smaller bank, by increasing its deposits, capital 
or surplus, come into the class that is subject to the pro- 
visions of the law. His eligibility to serve the full year for 
which he was elected is conceded in every case in which, at 
the time of his election, his choice was not in violation of any 
part of section eight. The manner in which it is determined 
whether a bank is subject to the provisions of the law is by 
taking the average amount of deposits, capital, surplus and 
undivided profits shown in the official statements of the in- 
stitution in question, as required by law to be filed during the 
fiscal year preceding the annual election at which officers or 
employees are chosen. 
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Dual Positions 

The first paragraph of section eight, relating to dual 
positions in National banks states "a director or other officer 
or employee" is specified in the law's interdictions. In the 
second paragraph, which relates to interlocking between Na- 
tional and State institutions, merely "a director" is specified 
and the statute does not mention any other officer or em- 
ployee. The statute does not prevent an officer of a $5,000,- 
000 National bank, who at the same time is not a director, 
from being a director on the boards of as many $5,000,000 
State banks and trust companies as he desires, provided no 
two of the institutions are in cities of 200,000 inhabitants, 
and provided none of them is a member of the Federal Re- 
serve System. So long as a State bank officer or trust com- 
pany officer is not a director of a $5,000,000 State bank or 
trust company, he may sit upon the boards of three $5,000,- 
000 National banks, if all banks are in separate cities, or, if 
in the same city, provided the population is not over 200,000 
or provided none of the banks are in competition. 

Interlocking of National Banks and State Banking 

Institutions 

The statute contains no provision against interlocking 
between National banks and State banks and trust compa- 
nies, in cases where total resources of the individual State 
institutions are less than $5,000,000 and where such institu- 
tions are in cities of less than 200,000 inhabitants. Officers 
of a National bank may serve at the same time as an officer 
or director in State institutions with total resources of less 
than $5,000,000, provided that such institutions are located 
in a city of fewer than 200,000 population or located in 
different cities. An officer or director of a $5,000,000 Na- 
tional bank may hold directorship in any number of small 
State banks and trust companies, where not located in the 
same city of 200,000 population. An officer or director of 
a $5,000,000 National bank is distinctly prohibited, however. 
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against holding directorship in any other National bank, 
irrespective of location or size, beyond the three, not in com- 
petition provided for by the law. An advantage under the 
law is with the State banks and trust companies. 

Private Bankers not Eligibije 

The first paragraph of section eight of the statute is to 
the effect that no private banker or person who is a director 
in any State banking institutions, having deposits, capital, 
surplus and undivided profits aggregating more than 
$5,000,000, shall be eligible to be a director in any United 
States bank or banking association. It is a reasonable de- 
duction that had Congress desired to preclude from a Na- 
tional bank a private banker who was connected with a 
$5,000,000 institution, that body would have omitted from 
the statute the words "private banker or." He is totally 
precluded from directorship in any bank that is a member of 
the Federal Reserve Svstem. 

Substantial Competition 

The Federal Reserve Board determines whether two 
banks in which directors, officers or employees interlock are 
in "substantial competition." It may permit or refuse inter- 
locking, on its own interpretation of the amendment. This 
applies only in cases where one or the other banks come 
under jurisdiction. 

The board has decided that consideration should be given 
to — 

( 1 ) The size in aggregate resources of banks involved. 

( 2 ) The character of the business engaged in, i. e., the 
extent of commercial business and extent of purely invest- 
ment or trust company business of the two institutions. 

(3) Whether the operations of the two banks cover the 
same geographical territory. 

(4) Whether the two banks actually compete to any 
appreciable extent in any important activity, for example 
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(a) in soliciting deposits on demand or on time from other 
banks or individuals; (6) in the purchase or sale of com- 
mercial paper or other securities; (c) in the purchase or sale 
of foreign exchange; (d) in soliciting trusteeships, etc. 

Penalties 

The board is instructed when a person is violating any 
of the provisions of the law, to serve a complaint stating 
charges, and specifying a hearing within thirty days. Any 
person may make application and be allowed to intervene 
and appear at the hearings. It is empowered to extend or 
withhold permission for dual positions within the statute, to 
make decisions and to issue orders forbidding violations. 
Failure to comply with the board's orders will result in an 
application to the circuit court of appeals of the United 
States, where the violations committed . are within its juris- 
diction or where the accused persons reside or are engaged in 
business. Judgment is final, subject to appeal to the 
United States Supreme Court. Violations of the statute 
are deemed misdemeanors and a conviction necessitates the 
penalty of a fine not exceeding the sum of $5000 or impris- 
onment of not more than one year, or both. 



ADDENDUM 

Federal Reserve Board's Programme for Control of Gold after 
the War — Bank of England to be Agent of New York 

and Other Member Banks 

December 25, 1916, the Federal Reserve Board authorized the ap- 
pointment of the Bank of England as a foreign correspondent of the 
Federal Reserve Bank of New York, the first formal step by the board 
to establish financial connections abroad and thus strengthen the posi- 
tion of the United States as a world banker as well as to maintain the 
American dollar as a standard of exchange. 

The Federal Reserve Bank of New York accordingly appointed the 
Bank of England as its agent and correspondent to buy, sell and collect 
bills of exchange. This is an exceptionally important financial event. 
This action is authorized bv the last clause of section 14 of the Federal 
Reserve Act, which describes the functions of the federal reserve banks 
in open market transactions. It is stated that the effect will be to 
relieve the present situation in meeting the requirements of the largest 
foreign trade the United States has ever had and will greatly facilitate 
foreign exchange. Bank paper will be substituted for gold and the 
flow of gold to the United States will be controlled. Other federal re- 
serve banks may participate in this agency. 

It is also stated that authorization of this appointment is a part of 
other proceedings to establish financial connections that will strengthen 
our country as a creditor nation in the exceedingly great competition at 
the end of the war and to provide means to offset any tendency on the 
part of foreign bankers to withdraw our gold. This action places the 
Governments of the United States and Great Britain for the first time 
in direct financial relationship and this connection will open a channel 
through which American banks can purchase British securities to meet 
gold exportation. 
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